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Tuesday, 

May 6, 1958. 
---On resuming at 10.00 a.m. 
-~--Mr. Commissioner Ladner not present. 


THE CHAIRMAN: Gentlemen, the Commission 
will now resume its hearings. Lt believe, Mr. 
Pabui ive, before calian Yon you; TL understand that 
Mass Waite has some corrections ne would like’ to 
have made in the transcript of yesterday's evi- 
dence, I think that we should do that before 
we re-commence examination this morning. 

MR. WHITE: Thame you, Mea Chad rnuian . 

On page 4832 in the 7th line, the word 
"own" should be "Venzuelan" and it should read 
“latterly we were bringing about 20,000 barrels 
of Venzuelan crude there.' 

im wre Leth tine 10 now reads That. was 
100 per cent from Sarniaiand it should read °100 
per: cent’ subsidiary.’ 

Page 4333, at the bottom of the page, the 
last sentence, *That does not'sound very-good, does 
tb?> shoutd-read, “That does not sound like very 
good business, *dces it?" 

Page 4834, the third line down now reads, 


"We don't want you to feel that there is any 
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influence of a contract with Creole in the obliga- 
tion, because No such contract. exists.” as 
should read, “We don't want you to feel that there 
is any influence of a contract with Creole which 
would preclude our use of Canadian crude at 
Montreal,” 

A little further down the page it now 
reags, “Yes, generally. There might be an occas- 
ional car comes around, but that would be an ex- 
eeption.” that should read, “Yes, generally, 
there might be an occasional cargo coming around 
Lei peiah a cy 

On page 4637, 16 lines down, “1957, 
41,000 barrels.‘ The figures "41,000 barrels, 
products shoulda be elimira ted. 

in Ghe Lourta Line irom the bottom, “I 
don't know where they nee the material’; this 
should read, "I don't know where they get their 
maverial,~ 

On page 4840, the sixth line from the 
top, Very, very taucie, Mr. Pacvtilio, with, all 
DILS special Sturt.” Tits should read, “Very, 
very Jatocle, Mrs FavuLlio, practically all 
specialties.” 

Page 4344, the second and third lines 
from the top, “or six to elgeht Should Tread, 

"gay! 


On page 4347, the eighth line from the 
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top, which now reads, “Sunoco Mobil” should read 
“Socony, Mobil”. pocony Mobil \Oll ts. the .correct 
designation, not Sunoco. 

Page 4350,'"we" becomes "they". The 
seventh line from the top, “Well, the elements of 
the exchange we would make with them do not exist 
in Detroit. We were taking ---" The''we'" in 
this sentence becomes "they". 

Page 4351, the fith and sixth lines from 
the top, <“‘Ihere is no problem. there for Standard.” 
This should read, “There is no problem there.” 
Bliminate. “for Standard”™;:+. Li. does. not.appily there 
ravine a iiWe 

Mr. Chairman, we have made minor errors 
Ln aLLCaoUtLne. pDrPOaGuetilon LO certain companies and 
saying other companies did not have production or 


had. a small production .of i50 barrels a day. We 


can just Jeave.it.or make the correction,.if 
you wish. 

THE CHAIRMAN: I think that is a matter 
fOr your discretion, If you feel that those 
matters are in any way germane to the facts which 
the Commission should have before it, then I 


think you should correct them or put them on the 


record. 
Min. WHITE: I think these two items are not 
not germane, Page 4865, five lines from 


the top, the sentence reads, "I think we can answer 
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Chav yes. Mr Patol iio. Your Montreal complex --' 
The word "disadvantage' should be substituted for 
"complex" and it should read "Your Montreal 
disadvantage --". 

Page 4366, line 3, which now reads, 
"Asserting of the mineral rights" should read 


“majority of the mineral rights." 

Page 4867, on the third line, delete 
the word "pay' and substitute the word take", 

Page 4869, in the llth line, the word 
“share' should be "shape’. 

THE CHAIRMAN: Is there someone in the 
organization with you here whom the reporters 
could contact in the event they were unable to 
fit in those changes? 

MR. WHITE: I think, perhaps, they 
could contacu me,, Me. Chairman, 

THE CHAIRMAN: moenk you, “Ne. Pacvtvi L107 

My LATT LLG: Thank you, Mr. Chairman. 

Mr. White, just as we adjourned yesterday 
afternoon you were going to explain to us how 
pro rationing came into being in Alberta and what 
the situation was before it came into being. 

MR. WHITE: VeSuuiir peLauLL LiLo. i 
have a brief description here of the situation. 

At the closing hour yesterday I indicated 
we would make a further statement on pro ration 


to market demand with particular reference to the 
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circumstances in which this procedure was initiated 
in Alberta. From what we said yesterday it must 
be evident that we consider pro ration to market 
demand to be an essential part of any sound conser- 
vation procedure that is appropriate for the cir- 
cumstances that apply in Alberta. 

When Alberta production was about to over- 
take the volume of local refinery requirements we 
urged the Conservation Board to adopt a procedure 
to pro rate allowable production to market demand. 
We stressed the view that the crude oil purchasers 
could not maintain an equitable reservoir withdrawal 
pattern without collusive agreements between them 
and that only the government agency had the facili- 
ties to cope with this problem equitably. 

ine Board declined to act. im the belief the 
industry could effect ratable withdrawals on its own 
IniLtLative. 

Production overtook the available market 
early in 1949 and we were obliged to limit our pur- 


ehases. We established uniform daily acceptance 


rates per well for each field which applied without 
distinction to all wells from which we purchased 
regardless of ownership. The attached schedule 
illustrates the extent of our curtailment below 

the Board allowables in the Redwater field during 
the period April 1949 through November 1950. 


British American were faced with the same 
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necessity to reduce purchases but their demand pat- 
tern was not the same as ours. We have been unable 
to locate the data regarding British American pur- 
chase rates except for a few of the months shown on 
the schedule. If the data were available it would 
show that prior to the spring of 1950 British American 
purchase rates exceeded ours at times by a consider- 
able margin. ipereat cer. However, our purchaces 
increased at a greater rate as shown for the months 
of June, through October of 1950 when our acceptance 
rates were more than double those of British 
American. 

As a consequence, the producers who had 
chosen our competitor for their market outlet had 
good cause to convince the Conservation Board that 
purchaser pro ration was an unreliable method to 
achieve ratable takings from a common reservoir. 

The Board issued its first pro ration 
order effective December 1, 1950, setting a rate 
Tor the Heawatrer {Let vor 55 (barrels per day ver 
well, and has continued ever since to pro rate to 
market demand. 

This incomplete table I have I will file 
with the Secretary. It indicates the following 
differences: August 5, 1949, Imperial was buy- 
ing at the rate of 125 barrels per well per day. 
British American was buying at the rate of 100 


barrels per well per day. Hits SeaLor compart son, 
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The Conservation Board allowable was 450 barrels per 
well per day. Skipping down to June,with a Con- 
servation Board allowable of 225,-barrelswper well 

per day, Imperial was buying 60 and British American 
Bex In September we bought 90 and British American 
32, with the same Conservation Board allowable. 

In October the Conservation Board allowable 
was 165 and we bought 77 and British American bought 
Syeae 
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MR, PATTILLO: Now, while we are dealing 
with this subject, would you clear up confusion 
that has subsisted in my mind and on which I realize 
I was in error when I read your brief. Now, the 
maximum permissive rate which is fixed by the Con- 
servation Board is the amount which, if good engin- 
eering practice is followed, is the maximum that 
can be taken from the well; is that correct? 

MR. WHITE: That is my understanding. 

MR, PATTILLO: Now, I had been under the 
belief that each month when the nominations came 
in the Conservation Board fixed an allowable for 
each well based on its proportion of the aggregate 
maximum permissive rate. Apparently I am wrong in 
that. Would you please explain to me how this 
economic allowable is fixed and whether it does 
vary and what is the effect of taking less than 
full production? 

MR. WHITE: I am glad you raised that ques- 
tion, Mr. Pattillo. I think Mr. Mackenzie will an- 
swer that. 

MR, MACKENZIE: Mr. Pattillo, before I do, 
may I first remind you that the Conservation Board of 
Alberta has been represented here and perhaps they 
could describe their method of pro rationing better 
than we could. 

MR. PATTILLO: You mean they are here now? 


MR, FRAWLEY: They are in attendance at the 
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means. There was something, you remember, in the 
gas brief that was presented in the February sittings. 

MR. PATTILLOs Yes, that is right, Mr, 
Frawley. I certainly understood the M.P.R., but I 
am certainly confused on this economic allowable. 

MR, WHITE: Mr. Pattillo, that is a very 
good suggestion, We would be very glad to do what 
we can; but the Board is here. 

MR. FRAWLEY: We will add something, we 
might consider adding something in our oral brief 
on this matter if the Board would like, or there 
are two or three of the Board's engineers here and 
they might speak. Mr. Craig, engineer, is here, 

Mr. Mallard, the Secretary of the Board, and Mr. 
Cooper, the Board statistician. 

THE CHAIRMAN: I do think from the point 
of view of the Commission that by the time we finish 
the hearings there will be such a mass of evidence 
to go through and if it can be done in a matter of 
sequence we are in a much better position to grasp 
the significance of these various terms and get an 
understanding. If Mr. White would prefer that 
someone from the Conservation Board give an explana- 
tion to the question Mr. Pattillo has asked, I think 
that would be very appropriate, Mr. Frawley. 

MR. FRAWLEY: Perhaps it would be better 


if it were written out and read into the record. 
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Perhaps an off-the-cuff statement is not satisfactory 
but certainly if the engineers are satisfied to make 
tied aScecCeOMen toler 

MR. WHITE: Mr. Chairman, we would be very 
happy to give our reply to Mr. Pattillo's question, 
and if the Conservation Board wishes to include that 
later on in their brief, that would be fine. 

THE CHAIRMAN: It is only a matter of getting 
the sequence. Perhaps you would go ahead, and if 
the Conservation Board would care to modify what you 
say or add to it in the ae eas which is going to 
be made a week next Friday, they could do so. 

MR, MACKENZIE: Very well, sir. 

I would like to make an opening comment on 
this description I will undertake to give. MThe pro- 
ration mechanism is an over-simplification of what 


really takes place. Each well in the Province of 


Alberta is granted an economic allowance which in 
efrecy ss 2 wioor. Tne amount of oll in this: economic 
allowance varies nroportionately to the depth of well, 
but in general it ranges between 30 and 45 barrels 
per well per day. Each well is given this economic 
allowance. The total of all wells granted this econo- 
mic allowance is then subtracted from the total market 


requirements, and whatever remains is prorated on the 


ability of all the welis to produce. 
MR, PATTILLO: So that supposing the aggre- 


gate economic allowable of the wells in Alberta is 
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250,000 barrels and the nominations are for 270,000 
barrels: the first 250,000 are spread out amongst 
the wells on their economic allowable and there are 
only 20,000 barrels for prorationing. 

MR, MACKENZIE: That is correct. 

MR. PATTILLO: And am I correct in thinking 
that the nominations are just slightly exceeding the 
aggregate of the economic allowables? 

MR. MACKENZIE: That is my understanding. 

MR. PATTLULOs” So if “you had an increase 
in market -- 

MR. FRAWLEY: Loam told 20 isi just a litrie 
bit less than the economic allowables. 

MR, PATTILLO: So if you had. an, increase. in 
market demand, that increase would not affect some 
producers as it would affect others because everybody 
is getting their economic allowable as a first charge. 

MR, MACKENZIE: Generally correct, Mr. 
Pattillo. I may express it another way. if there 
was a company operating wells that could not produce 
much more than their economic allowance, then an in- 
cremental market increase would not accrue to them. 

MR. PATTILLO: And that is what you mean 
in your brief when you say that any increase in the 
market is going to affect producers disproportionately? 

MR. MACKENZIE: That is correct. 

MR, PATTILLO: Now, let me put this question. 


If you have prorationing all over the oil world, then 
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all the producers throughout the world are operating 
on the same basis and the posted price in each area 
iS. 1 ach, tne real price, Am I correct in that? 

MAR, WHITE: Me, Pactilio, 1. don't know 
whether we should try and differentiate. The posted 
price is a device to get people to know exactly what 
the price is. Would you proceed with the question? 

MR. PATTILLO: The first one I want you to 
answer is the first question I have asked you. Am I 
right when I say that if you have producers all over 
the world using prorationing, then you have them all 
operating in the same manner and the posted price is, 
in fact, in each area the real price? 

MR, WHITE: Provided supply and demand were 
in balance. 


MR, PATTILLO: If you had a company that 


operated in a prorationed area in the United States 

and operated in a prorationed area into Canada and 

also operated in Venezuela where there was no pro- 
rationing, wouldn't the result be that the posted 
prices in the prorationed areas amounted to am umbrella 


over the operations of the company in Venezuela where 


there was no prorationing? 

MR. WHITE: I think you are covering an 
Awol 2oGoL Pround on That assumption. in fact; I 
don't believe it, because I think the testimony yesterda 
of Mr. Cogan indicated that, for example, the laid 


down price of Venezuelan crude on the coast was not 
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necessarily related to the U.S. Gulf price laid down 
at the same place; in fact, it is lower, 

MR. PATTILLO: What 1 am saying is this: 1f 
you had two areas which are operating on prorationing, 
then those areas have, in fact, their posted prices 
as the real prices for their product. That is right, 
isn't 17 

MR. COGAN: I believe that your competition 
is established more or less on the basis of the posted 
prices, In fact, 1. de pelieve it is true that you 
find variations from posted prices, you try and find 
Variations in prices From posted prices. in the U.S., 
for example, you find periods when you have both 
premiums and discounts on posted prices. In some cases 
they are recognized posted prices, in some cases they 
are a variation from some posted prices. I think in 
general the oil sold in the areas without prorationing- 
a great bulk of 1t will go at the posted price. There 
again it may have been at a premium; I would say more 
generally a discount. 

MR, PATTILLO: It seems self-obvious to me 
that if a company operates in three separate districts 
in the world and they are a member of a group in one 
district and they all prorate their oil for the pur- 
pose of sale, then the posted price is the real price 
in that area. Then if you have them operating in 
another district where the same thing is going on, 


the posted price again becomes the real price in that 
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ares, But if they are over in the third district and 
they have their own oil and they don't need to pro- 
rate with anybody, can't they bring that in and use 

the prices that had been established in the prorationed 
area as an umbrella? 

MR, WHITE: Mr. Pattillo, what you are say- 
ing is that there won't be any competition between 
the so-called posted price areas that are prorationed 
and this umbrella. I would expect that that would 
make the umbrella lower considerably. 

MR, PATTIELO: It just has to come to the 
top of the umbrella to be competitive. 

MR. WHITE: 1 don’t believe that. 

I think the results of the conference sound 
something like this: we are not quite sure what you 
are driving at. We do suspect from the way you 
phrased your question that you think the same people 
are posting crude oil prices in the three areas, if 
we can expand it in that way, which is certainly not 
the case. There are a large number of postings in 
ticwUeay crea and a 2esser Number, or course, but 
numerous postings, here, I think, and I don't: think 
there is any place you can draw a line between the 
influence of one company in three areas. Is that 


part of your question? 
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MR. PATTILLO: Well, Mr. White, let me put 
2G. bo you Jike, this. I would not want to confuse 
Vou 25 to whew Thad in ming. 

Imperial O11 is operating in a pro ration 
area in Alberta; that is correct? 

MR, WHITE: Yes. 

MR. PATTILLO: Humble ts “Operacing 1a pro 
ration area in Texas; that 1s correct? 

MR. WHITE: (iets seOrre Cu. 

Mn. PALE gays Creole is operating in a 
non— pro) Tavlonineg arce in. Venzuela? 

MR. WHITE: A non-governmental pro ration- 
ine area in Venzuela, 

Din. FACTO: pl OF OCIS Ol ae "Oreo ie 
Saver tT eon Verzuela. 11 ie Sé6éeg [1G vo do so, can be 
its own o11? 

MR. WHITE: Linke that is correct. 

MR, PATTILLO: But that does not apply to 
Imperial or Humble? 

MR. WHITE: No, 

Mi PAT TLL: Ali three companies are in 
the Standard New Jersey group? 

MR. WHITE: COPPECL:, 

Pit PAP LO: I am suggesting to you that 
if you look as one organization that the result is 
that Standard has the benefit of a pro ration, posted 
actual price in Alberta, a pro ration actual price 


in Texas and that 1t can ship its own oil from 
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Venzuela, as it gets those prices, and not be 
affected at all by pro rationing. 

MR. WHITE: Mrs Pattiiio, you are riding 
pretty roughshod over corporate individuality, 
aren't you? We have tried to make it clear that 
Imperial O11 has only one place to operate, and that 
is here, and based on that fact, to the same extent, 
I suppose, except that Humble has a little wider 
area, they operate the same way. LT do not. Think 
it is fair to draw the conclusion that Standard Oi1 
of New Jersey has that opportunity. 

ME PADI LLO: Lt may not be, Me. White, 
but I am only trying to oes thisrup and, ine my capacity 
as Commission counsel, trying to see the other side's 
point Of view and, as 1 understand it, what I am 
putting up, in effect, is what Mr. Brown and his 
group have been saying, namely, that the price 
presently obtaining at Montreal is not necessarily 
ari (ScononiG price, 

Now, let us get back to that. 

MR. WHITE: By “price presently obtain- 
ing", you mean the foreign crude price? 

MR PALE LILO: Yes. 

MR. WHITE: I do not understand that 
statement that it is not an economic price. Liven S 
an economic price, I believe. 
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Chine. 

B-A has a refinery in the Montreal area 
and B-A is part of the Gulf organization. Now, I 
established yesterday that Gulf was in Venzuela. 
is Gulf also in Texas? 


MR. WHITE: I have no knowledge of where 
Gulf operates, by States, I assume they are but I 
do not know that. 

Many PAREELIO: But you do know they are in 
Alberta? 

MR. WHITE: That is B-A. 

Mi. PATELELO: Then the next refinery in 
Montreal is McColl-Frontenac, and am I correct in 
saying that McColl-Frontenac is really in the Texaco 
group? 

MR. WHITE: 1 understand it is. 

MR. PATTILLO: And does the Texaco group 
operate in Texas? 

ME. WHITES: Li am quite sure they do. 

ME PAO: Do they operate in 
Venzuela? 

MR. WHITE: Yes, they do. 

MR. PATTILLO: And do they operate in 
Alberta? 

MR. WHITE: I am sure they do. 

MR, PATTILLO: And we certainly under- 
stand thav the Shell group do, too, in Alberta and 


Venzuela. Now, what about Petrofina? Where 
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does it operate, besides Alberta? 

MR. WHITE: Frankly, I would have to 
speculate a little on that. Petrofina has been a 
refiner and marketer in Europe. Since coming to 
this country it has entered both refining, market- 
ing, producing in Canada, as you well know. Also, 
in the United States, I understand they have a re- 
finery and I believe some producing properties, but 
that is pure hearsay, Mr. Pattillo. 

Mit. PADPILLO: In any event, we will be 
hearing from them so that we will be able to find 
out about that exactly. 

What I understand Mr. Brown's argument is 
is this: all of the refineries in the Montreal area 
today are part of organizations which can ship into 
Montreal the organizations' own product and, 
accordingly, they are not concerned about posted 
prices at all, having regard to the cost to. them, 
of the organization. Now, there is some merit 
in that argument, isn’t there? 

MR. WHITE: I think it is a purely theoreti- 
Cal argument, Mr PavteiLiic. It costs Imperial 
exactly what we pay for it. Anybody else can go 
out and buy oil at the same price. 

MA) PATTLLLO: Tat 2S Gulte Sieh os but 
when you read the annual report of Standard of New 
Jersey you see that they publish a consolidated 


report showing profits accruing to them from 
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Creole, from Imperial and from Humble. 

MR. WHITE: Or course ‘they do. 

MRL PeATTILEO: And if you want to consoli- 
date their costs and thelr profit, you would be 
looking at what it costs Standard organization, 
ae such, tO Find and develop that oil in Venzuela 
eng ship 2b and lay 2G down an the Montreal rerinery. 

MR. WHITE: Certainly, you can do that. 

MR, PATTILLO: Right. And that would 
pear no relation to a posted price. 

MR. WHITE: Well, now, what you are trying 
LO puL me im a position of Saying is that that can 
be done and has been done all through the piece. 

Lt has not been done in the case of Imperial of 
Canada. No decision in relation to who buys what 
erude comes From the office of Standard O11 of New 
wersey. 

I think the illustrations you are drawing 
arecvinveress tine, tr, \PavuLilo, bua inapplicable, 

Mik. PATTILEO: Would you also agree with 
me that so far as you know, with respect to every 
refiner in Montreal, the same theoretical situation 
that I have developed could be possible? 

MR. WHITE: Lidge not think you could do 
the same type of rationalization about Petrofina, 
because, as I mentioned, I don't think producing 
hes beer a Strong part of their operation. ae 


think you could say the same thing about the other 
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refining ‘companies there; perhaps. 

MA Se PATT ILO: Fine. Now, as you know, 
Me. Brown has proposed several possible solutions 
for getting Canadian crude to Montreal. One is 
that he suggests there should be some consideration 
given to a quota, on a voluntary basis. 

Would Wmperiai O@1l, as one “or the Nonvreal 
refiners, be willine to consider 1imiting “of their 
foreign importation at Montreal by a voluntary quota? 

MR. WHITE: Tesbe speciiTic on that, Mr. 
Pattillo, when you say willing to limit our importa- 
LONG su. “nine womnave .o) lock fatrthe whole ‘piece, 

We do not think that quotas, duties, em- 
bargoes are desirable, as they lead to the ultimate 
control of the industry. I can answer that question 
piecemeal, if you wish, but that is the position we 
take. 

MB. (PATTLLLO: You feel you could not have 
any one "Or those,’ ast would be''a: form or control 
of government coming into being, which you would not 
want? 

MR. WHITE: We would be very fearful of 
such being chee aiken 

Mw PAPTELLO: In your opinion, supposing 
the Canadian Government put a tariff on crude coming 
into the country, as has the United States, would 
that in any way affect, in your opinion, importation 


of foreign crude into Montreal? 
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MR WHITE: Ly could, very well. Le 
depends on the size of the tariff, naturally, and I 
assume, at the same time, you are willing to put 
duties on refined products, so the whole thing 
would be a duty protection, in addition to present 
auties on products. 

Ma, PATTELLOs Bs RO sie odaigomes (oho Gee ok anu) 
moment, with the size of duty which would have to go 
on to be effective: I had in mind yesterday, when 
we were discussing your brief about the Alberta 
crude and the incentive that was necessary, that 
based on the rate of return you show of between 
{ per cent and 12 per cent, you consider there 
was very little room for down movement of price of 
BLperta crude. 

MR. WHITE: Yes, Ne. Pattillo, that is 
exactly how we feel. 

Mi. GAL DEO: And that if there was any 
down movement, any appreciable down movement, the 
incentive would be taken away. 

MR. WHITE: The incentive would be reduced. 

NR. PAPTIOCLO: Have you given any thought 
to what freedom of movement there might be in down 
movement; how much downward adjustment, in cents 
per barrel, might be feasible without destroying 
incentive? 

MR. WHITE: IT haven't any idea how to 


evaluate that quality, Mr. PatcLiilo. It varies 
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between producers, Certainly it would vary as to 
the amount of exploration that each producer wanted 
Ro ae", L don’. know how to put a figure on it. 

MR, PATTILLO: Well, if I might use that 
naughty word "mark-up" that you don't like, have 
you any idea what percentage of mark-up your experts 
consider is essential to maintain incentive? 

MR. WHITE: We just do not have any deter- 
mination of mark-up; any number I gave you would 
not be right. I don't know. 

MR. PATTILLO: If we can establish that 
you GO not COnsider  tnere 2s very much room for 
downward movement and if you will accept a minimum 
differential between the laid-down price of 

Venezuela in Montreal and the probable laid-down 
price Of Canadian crude in Montreal, would you agree 
that what would have to be done is keep the Alberta 
Orice tne Same as ay Ls and put on a tari(fir ef 25 
cents a barrel, if you wanted to shut out Venezuelan 
oil? 

MR. WHITE: Well, in discussing duties, 
tie amount Of duty 168 a Uriel and error proposition, 
Hiogen' > Know Lf “255 cents woulda “do 2t or not, and I 
doetesi Nit would Ge desirable to keep Alberta crude 
prices no lower than they are at present, so we 
would almost get to the same place, except that 
we don't know how big the fence is. 


MR. PATTILLO: Well, if you have not got 
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very much room form movement in the price of crude 
for Alberta, let us examine for a moment this pipe 
line situation, because this is the other possible 
place where there might be some savings, is that not 
SO? 

MR. WHITE: Either the producer, the pipe- 
tjiner, the refiner or the public. 

MRS PRT Eni: Right. As I understand 
it, the o11 companies call a pipe line a facility 
Or the ofl company. 

MR. WHITE: Taw 26, basically, what 15 1s. 

MA PATTIDOOG: Well, i 1th tere Tackriity, 
why do you set up tariffs and shareholders in pipe 
line companies which yield profits to you over and 
above what you need to carry your funded debt? 

MR, WHITE: That is a fairly new develop- 
ment. Let us touch on the sale of securities to 
the puolic, for a moment. 

Going back to 1948, when we looked at 
Interprovincial, there has always been some sort of 
political Suorm goines on all over the place; you 
know, and there is a very noted gentleman now on 
the Bench, you know, who used to criticize our 
company for not Letting people in on acreage. 

MR. PATTILLO: That gentleman is in the 
Province of Alberta that you are talking about? 

MR. WHITE: At the present time. So 


when Interprovincial came along, we felt there 
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should be some means of getting the public into the 
OL. DUSINESS, apart (rom the eanbling side of it, 
the drilling, and you know the results. 

Now, there is obviously some conflict in 
interest between the low cost requirement of the 
oil company and the high return which the public 
likes to think they have, and the only way that has 
been possible is through the use of that debt 
capital leverage. 

MARY PALTTILLO: I am not saying this is 
Aeped poise oben ilo It SS. tact, sm! t, it, 
that as the thing is presently set up, the producer, 
being an integrated company, seeks to make a profit 
in his production operation, seeks to make a profit 
in the transportation of oil to the market or re- 
finery and seeks to make a profit at the refinery, 
at all stages? 

MR. WHITE: L think that is perfectly 
natural, Min Papua lo. He has money invested in 
all those stages. 

Ma PATE LGEO? I quite agree with that, 
but wheat [Lam fussing: about is, if the pipe line is 
a profitable venture on its own by reason of the 
tariiise. sev up, 4S LG proper to refer to it as a 
fact Livy? 

MR. WHITE: Well, I think it is, just 
the same as a tanker is a facility. The tanker 


also is profitable, when there are not too many 
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tankers. 

MR. PATTILLO: L would like to put this 
question to you: If Canadian crude went into the 
Montreal market and started on this minimum through- 
put which was referred to of 150,000 barrels per 
day, what proportion of that would be Imperial 
CiitsScruge? 

MR. WHITE: That would be, of course, 
three years down the road or thereabouts, and I 
am not complaining about that. We would have to 
guess our proportion of the so-called production, 
e5. per cent. 

Me. PATTESLO: Can you tell us, from 
your knowledge of the producing situation out here, 
what proportion would be B-A's? 

MR. WHITE: L prefer that they did that 


guessing. 
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MR. PATTIDLO: Well, couid you help me in 
this or do I have to wait until I have each company 
before us? Could you tell me off these Montreal 
refineries who had operations in Alberta -- suppos- 
ing we went in there, how much of what percentage 
would be their own o11? 

MR WHITE* would you just tet ws look up 
wie Ticures Nere? cine sileniticant, daificulty in 
answering your question, any figures we have here 
relate to the present situation two years down the 
road and will change materially. For example, our 
own percentage of production has changed quite 
materially downward in the last two years. We will 
try and make some kind of rough guess. Could you ask 
your questions around that, for the time being? 

Min. PATTER Ald cient, Me. Waite, from 
your experience im the o1l business, would you agree 
with me, having regard to the finding and developing 
cost of Venezuelan oil vis-a-vis Alberta, as long 
as you have pro rationing in Alberta, you cannot 
put Canadian crude into Montreal that can hope to 
compete with Venezuelan crude if the Venezuelan 
people want to retain the market. 

MR. WHITE: I agree completely: however, 
my associate here says that is not entirely due to 
pro rationing. 

Mk PATTILLO: Theat. tiay not be. but, certainly, 


pro rationing is one of the factors preventing the 
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MR. WHITE: I would not argue with that. 

MR. PATTILLO: From your experience in the 
oil business, do you know of any producer in Alberta, 
other than Imperial, that has made effort to sell oil? 

May WHITE: yes. 2 do know of other people 
who have made efforts to sell oii. All you have to do 
is look at the new refineries that have grown up in 
the western area here and all the companies who market 
here that have put in additional capacity and the new 
refineries that are going up in the Great Lakes areas 
and the additions to refineries. 

Now, if you ask me if I know of any company 
who has taken satchel in hand and gone calling on the 
people across the line, I do not know, but the industry 
has contributed substantial new outlet for new oil 
and for capital investment in refineries. 

MR. PATTILLO: Mr, Chairman, may we have a 
few minutes! break because I have a list of other 
questions that have been prepared by the staff that 
I have not considered. 

THE CHAIRMAN: Gentlemen, we will have a 


ten-minute break.- 


-~--A short recess, 


THE CHAIRMAN: Gentlemen, the Commission 
will now resume its hearing. Mr, Pattillo, before 


you go on there is one small question I would like 
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to ask Mr. Mackenzie apropos of his economic allowable: 
what happened and what are the procedures when the 
total of the nominations of the month are less than 
the economic allowables? We did not cover that. 

May MACKENZIE: 1 co not know as DT can, eir. 

This situation has not arisen to any, shall we say, 
large extent yet in the history of the Alberta Govern- 
ment Conservation Board's pro rationing. I believe Mr, 
Frawley made a remark there was a very slight dis- 
parity at the present time. As yet, there has not 
been any large disparity. The policy that will develop 
will have to be determined in the future by those con- 
ditions. 

THE CHAIRMAN: The situation, as yet, has not 

called for the determination of any policy? 

MR. MACKENZIE: No, sir. 

THE CHAIRMAN: Mr, Pattillo, I believe that 

Mr. White would like to make some further remarks with 
respect to posted prices before we change the subject 
of the questioning by counsel. 

MR. WHITE: I am not sure I am competent to 
do this properly but there is a feeling amongst some 
of my associates that we have not completely explained 
Mr. Pattillo's question with regard to the relationship 
of posted prices inumbrella countries and foreign 
countries. Actually, in Texas there are a myriad of 
posters. Some are small refineries; some buy so 


little they are not listed in the trade journals as 
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being important. I would like to read into the 
record the larger ones in Texas, Oklahoma, 
Louisana and Montana. 

In Texas we have Cities Service, Humble, 
Paiiliipsss. Texs cose on tielalr, Guilty wrndiana, onion, 
Magnolia, Shell, Sun, Pure, Atlantic, Continental 
and you have a let of small refineries : down there 
in the eastern States that post in addition to the 
names I have given you for which I have no informa- 
tion in the journal. 

In Oklahoma we have Anderson, Pritchard; 
Skelley; D-X Sunray; Kerr-McGee; Louisiana; Esso; 
Arkansas Fuel; Montana's Carter; Illinois, Ashland; 
Ohio, In Michigan we have Bay Refineries and Leonard, 

When it comes to a question of posted 
prices, the posted price is only good provided the 
industry thinks it is good. Prices posted may be 
maintained for a while. You may get exploration in 
areas not too far away unpro rated. If to get a 
market,the new crude has to be sold at a discount, 
that is what will happen and, eventually, there may 
develop pressures that show sales being made at 
this discount to an extent that the posted price 
itself is undermined and, realistically, is re- 
established at a lower level and the buyers, if you 
wish, decide what that level will be. The same 
remarks apply when shortages appear. You will find 


premiums bid for crude and that was apparent after 
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the Second World War. Eventually, the posted price 
is undermined again and is moved up to a higher 
level. The thing never dies; it is always with 
you and it is constantly changing. 

IT think that covers the point I want to 


make, Mr. Chairman, 
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THE CHAIRMAN: Thank you, Mr. White. 

MR. PATTILLO:. Mr. White, have you- been 
able to obtain approximate figures at to the amount 
of Canadian crude that the Montreal refiners would 
be taking into Montreal of their own in the assumption 
that the Montreal market was served by Canadian crude? 

MR, WHITE: We would like to have it care- 
fully understood that these figures that Mr.Mackenzie 
will read are as of February, 1958, and our best 
guess as’ to the preportion of the 150,000 or 250) 000 
Darrels *pér day that réfiners might Bet. This will 
assume, of course, that it all comes from Alberta 
but we wish to emphasize that we do not know what the 
proportions would be two years from now or three 
years from now when any pipeline might be completed. 

MR, MACKENZIE: Imperial 30%, 45,000 
barrels; British American 10%, 15,000 barrels; MeColl- 
Frontenac 25%, 37,500 barrels, Fina and Shell together 
5%, (,500 barrels?’ and that«will-total te 105,000 
parrets s,s Out of the 150,000 barrels it’ is approxi- 
mately 17%. 

MR, PATTILLO: So that the independents and 
the other integrated oil companies that don't have 
refineries in Montreal would only benefit to the 
extent of 17% of the Montreal market if Canadian 
crude went there and the present figures retained. 

Me SWEEP OVI te ten 30%) 


MR. PATTILLO:. They would benefit to the 
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extent of a third, 50,000 barrels altogether. 

MR WHOTRse, 45,000 barrels,, Mew Pattillo, 

MR. PATTILLO: Now, in your assessment - 
let me ask you this question. Has Imperial Oil over 
the years given study to the question of the feasibi- 
lity of taking Canadian oil to the Montreal market? 

MR. WHITE: Yes, we have -- well, we have 
been looking at that for a number of years. 

MR, PATTILLO: Now, even omitting proratio - 
LIne wouldaht “in four opinion be economically feas- 
ible to move Canadian crude from Alberta to Montreal 
and compete with Venezuelan crude? 

MR, WHITE: “el don!t.belbleve so, Mr«Pattillo, 

Mie ePATTIOLO: tec; thatache:loss.of, pthe 
50,000 barrels to the other integrated companies and 
independents that have no refineries in the Montreal 
area is not a factor in your view in saying that this 
project ris mot feasible. 

ME SWS: Te NontMrenk sccutllo} weyzouone 
step further. If we had any feeling that it was poss- 
ible and economical to move to Montreal, I am quite 
sure there would be no disagreement between Mr. Brown 
and ourselves; in fact, we would have been chasing it 
before this. 

MR. PATTILLO: Now, I asked you for some 
information yesterday, which you said wasn't then 
available and which you would obtain for me, regard- 


ing transportation costs. Would you please give me 
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that now? 

MR, WHITE: I will ask Mr. Twaits to give 
you that. 

MR, TWALTS: Mr. Pattillo, your first ques- 
tion related to transporting oil from Venezuela to 
Halirex oOr~rortiand,. Mey 1 say, first of all; that 
the cost of transporting o11 to both those ports 
is roughly the same, with minor differences. 

MR, PATTILLO: tf always thought that too, 
coming from, Halifax, 

MR. TWALTS: At any rate, our view of 
Lransportatvion costs, today 1s that 10 is roughly 
USMC minus 45 that is the proper rate, and that costs 
ee¢ per barrel. Does that answer your question? 

Mi Patios. Year, 

MR, TWAITS: You also asked us a question 
yesterday as to the use of lake tankers and the poss- 
ible transportation of crude from Lake Superior areas 
or from Sarnia and Toronto to Montreal. I think you 
will appreciate that those lake tankers are employed 
and, designed tor the distribution of the refined pro- 
ducts at marine terminals on the Great Lakes. They 
have about 20,000 barrels capacity and they are de- 
signed specifically for refined products, 

In addition, the Lachine Canal is limited 
to 14 foot draught as against 20 foot draught. It 
is obvious that these vessels would have to be re- 


placed if put into crude service by some other form 
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ef transport, presumably by rail, which is expensive. 
Under the circumstances, the use of the small lake 
tanker seems to us to be impractical. As to that 
movement, we look at it to be done by larger-sized 
vessels, as we have consistently considered a T-2 
type vessel operating from either Superior or Toronto, 
and after the seaway, of course, is opened, a T-2 
type vessel and the Leduc class vessel. You know 
what I mean by that; they were designed to carry 
erude from Superior to Sarnia before the pipeline 
was extended, There is only one of those vessels 
wa extevence, and 1) don'? think 1b is ecing to be 
in -existence for very long. 

so the most realistic is the T-2 type 
vessel, and we estimate, with the full seaway in 
operation that with that vessel we could lay Redwater 
crude into Montreal at 50¢ a barrel disadvantage. No 
matter how you look at this, whether it is Superior 
or Toronto, measuring Redwater as against Gianipa 
crude, there is a 50¢, 55¢ barrel disadvantage. 

MR, PATTILLO: You are using the tankers 
Lorepart or tone hauls 

MR, TWALTS: That would be using tankers 
either ex-Superior or ex-Toronto. 

Now, you also specifically asked about 
sarnia, but obviously they are going to work out 
about the same. 


MR. PATTILLO: Supposing it was feasible 
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to take Alberta oil through the Trans Mountain pipe- 
line to Vancouver-and that you shipped it from 
Vancouver through the Panama Canal to Portland, 

have you any figures of that cost? 

MR. WHITE: Yes, we have some figures. 

MR. COGAN; Yes. We estimate on that 
basis that you would arrive at -- depending on, 
of course, the rate which was charged -- but our 
conclusion as thar your cost would be in vurn 
about 50¢ a barrel above -- a little more than that, 
about 60¢ a barrel higher than our current laid 
down cost. That is using vessels at USMC minus 60, 
and on that basis we estimate that the net overall 
would be slightly in excess of 60¢ a barrel. 

Mi. WAL Ss ore Patiaalo, before you 
proceed, can 1 clarliy one thing? The cost we 
have estimated,using a T-2 type vessel, assumes 
that you can get that ship for the open seas naviga- 
tion at USMC minus 30, and that, we believe, is an 
extremely low cost, because you would have to ship 
erews and a-lot of other things. That is the most 
optimistic cost we can assume with a T-2 type vessel 
on the lakes. 

MR. PATTILLO: Now, Mr. Brown is his pro- 
ject proposes to move oil at a price of etd per 
barre! LOO miles. From your experience in pipe- 
line transportation, do you think that it is poss- 


ible to move oil through a pipeline at that price 


is io 


vo Ve 


a 


ha 


“om : + 
: me 
3 Sad 
wh “, 


. 
t 
a 


‘ 

my # 
or 
sn 


SoA 


ANGUS, STONEHOUSE & CO. LTD. ake O7 
TORONTO, ONTARIO 


and make a profit? 

Mine WHlle: Well 1b Ls previy ‘compii= 
cated to be completely categorical. We would say 
that is too low. I would say that if you want a 
figure, 3¢ would be a minimum, 

MR, PATTILLO: Supposing you went to 
Montreal ,with your refinery there and the refiner- 
tes of the other companies, would you or any of 
the other refiners be faced with any substantial 
Caopiwval Cosy LO Convery your rerineries to vanadian 
Crude? 

Mi Whelme  f scon chink so, Me wrPaAttil lo. 
There is an important addition that should be made 
to that statement. Where refineries -- I am talk- 
ing about the others now -- have put in extra 
Creatine Laciiatvies “and extra Investment to cope 
With sour crudes, which they have done, I suppose 
there is an economic penalty which would be invol- 
es 

MAS PRPTIbLEO: Now, in your Drier on page 
6 you present tables showing distribution of the 
world's production and reserves, and this table 
indicates that Canada has 1% of the reserves, 3% 
of the production. What is the percentage of the 
world's consumption that applies to Canada? 

MR. WHITE: 4 percent. 

MR, PATTILLO: Mr. White, I asked this 


CUest Lomo Snell, and - intend to ask it of all 
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the Montreal refiners as they come to the stand. If 
you were requested by any person to sign a through- 
put agreement for Canadian oil to Montreal, would 
you do so voluntarily? 

MR. WHITH: I will qualify my statement 
this way: why should we take the risk? Therefore 
I would judge our signing would be quite involuntary. 

MR, PATTILLO: Now, some question came up 
as to what Imperial's commitments were to bondholders 
of Interprovincial as to the shipment by Imperial of 
its Canadian crude over Interprovincial's lines. Now, 
tell us just exactly what that situation is. 

MR. TWAITS: While we are getting this 
Gata, Mr. Hamilton is’ a director of Interprovincial 
pipeline, and he is going to answer the question, 

MR. HAMILTON: Imperial agreed to provide 
an average daily throughput of 59,673,000 barrel 
miles, in any calendar year. 

MR. PATTILLO: And the life of the bonds? 

MR. HAMILTON: Series A and Series B bonds. 

MR, PATTILLO: How many years have they in 
future life -- approximately 10 years? 

MR. HAMILTON: I think it is longer than 


that. If you would just give me a moment. 1970. 
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MR. PATTILLO: Now, you made a statement 
in your brief which I interpreted as meaning that 
you considered that it was only good financial 
practice, to.use. equity moneys for the purpose of 
exploring for oil and that was one of the reasons 
why you had to have that naughty word "mark-up". 

Te thet. rien. 

MR, WHITE: The exploration money is gambl- 
ing money and, therefore, it should be equity money. 

MR, PATTILLO: What is the situation, as you 
see it, over the next five years, for the smaller 
independent companies that are operating in Alberta? 
Are they in danger of not being able to continue 
their operations, to survive? 

MR. WHITE: I don't believe so, Mr. Pattillo, 
if you will notice, over the next five years, the 
table of outlets we have given in what we think is 
a reasonable intermediate case and also the graph that 
went with it, we estimate that the percent produc- 
ci On.w Lf you. tike,. will bein. the 50 to. 70% range, 
whichis as High as 17 has. nistorically been, 

MR. PATTILEOY Do you think 1G is desirable, 
in the interests of the national economy, to have 
these smaller independents engaged in the oil business? 

Maia bie bh bin Les most desirable. 

Me .nPattillio, The. oli; business needs all, the, friends 
it can get, and participation is a good way to have 


them. 
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MR, PATTILLO: I asked the Shell Oil Company 
to endeavour to obtain from its affiliated companies 
the particulars regarding finding and lifting. costs 
of oil in Venezuela. I wonder if you would make an 
effort to obtain from your affiliated ecornpanies of 
otandard that information, made up in the same form 
as you. have made it up in your brief, regarding 
Alberta crude? 

We would like to know the picture and, if 
yous preter, at-will be quite ail right for you to 
file it with the Chairman. We would like to know 
the picture in Venezuela and in Texas. 

Di WH Tie Pe Patuildo, 2G 1S) Just a 
little different in our case. Certainly we will try 
to give you as full information as we can develop 
along the lines you have requested. 

MR. PATTILLO: Mr, White, do you know, when 
the decision was made to build the Trans Mountain Pipe 
Line, whetner any United States government authorities 
of any sort had made any suggestions that such a 
line should be built or urged the building of the 
tine. 

MR. WHITE: I don't know how to answer that, 
because I really don't know. The only contributory 
piece of information might be that the line was given 
every support by the Petroleum Administration at 
that time and by the Armed Services, who felt that, 


defensively, it was of some importance; that is, of 
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course, in relation to petting pricrities for the 
material, 

MR. PATTILLO: They assisted in having 
priority for the necessary material? 

MR. WHITE: That is my understanding. 

MR, PATTILLO: Has your company made a 
survey of the market in Ontario and Quebec in an 
effort to evaluate what impact natural gas coming 
into that market could have on the market for 
heating oil? 

MR, WHITE: We have, 

MR, PATTILLO: Would you be willing to 
file that with the Commission? 

MR. WHITE: It is here in Calgary bul it 
is upstairs. We will see that you have a copy. 

Me PAVRILLO:” thank you. In your brief. 
in considering what would happen if Canadian oil 
went to Montreal, you forecast, at page 25, that 
one of the results would be a loss of the major 
portion of the Puget Sound market. 

Have you anything to tell us to support 
bnew -coOnciug1on? 

MR. WHITE: Yes, I have. We have made 
reference to this 11,500-barrel exchange but, 
actually, it is not an exchange. We are buying 
11,500 barrels from Socony and they are buying 
11,500 barrels of Canadian crude, of which we own 


about 2,500, so we are a little on the short end 
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qr Zhe; Stick on that one. But, if Canadian 

erude ran into Montreal, we would certainly no 
longer have that 11,500-barrel market, and this 

is just experience or feel or whatever you want 

to call it, but I suspect that the displacing of 
200,000 to 300,000 barrels of foreign crude would 
result in the effect we have attempted to show there. 

ME, PATTILELO: Me, Mackenzie, I think you 
are probably the person to whom I should address 
this question. On page 2/7 of your brief you say 
that a study made in February indicated that 95% 
of the increase in volume of production has accrued 
to 28 companies. I was wondering whether you would 
be prepared to file a copy of that study with the 
Commission. 

MR. WHITH: If 30 is agreeable, we would 
like to file a copy of that study with the Chairman. 
It contains some confidential information. 

THE CHATRMAN: That is perfectly all right, 
Mr, White. The Commission appreciates that some of 
the information which it seeks in order to get at 
the facts may be of a highly confidential nature as 
Within the industry iteelf and, if you file it with 
the Chairman, that confidence will be respected. 

Mis Geet LuLOs Of page 37 01 your prier, 
you speak about a projection of cash flow. I 
wonder if you would file that, either with the 


Commission or with the Chairman, 
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MR, WHITE: We will file that with the 
Chairman, too, if we may. 

MR, PATTILLO: I would like to examine, 
for a few minutes, if I can -- and this is the 
last subject matter witn which I propose to deal -- 
your views on an Energy Board, 

Do you" think thay iv vs desirable that 
there be some Department of Government or some 
Board which has peculiar kriowledge of the o11 and 
gas business? 

MR, WHITE: I think that would be very 
Hnetprul Mr. "Pavpi lo, 

Mn PATER Do vou Uninie’ that aie of 
the matters which Parliament, in its wisdom, might 
consider it had to deal with in relation to oil 
and gas, should be funnelled into that one central 
source rather than be divided around, for example, 
between a Department or a Board of Transport or 
so on? 

MR, WHITE: I think we would prefer to 
see the responsibility divided. 

MR PATTEDERO? You would prefer to nave 
it divided? 

MR, Wothke ves. 

MRy PATTILLO:= Would you mind explaining 
why you have that preference? 

MA. Waller yes, | think it is perfectly 


obvious that we would prefer to see no body formed, 
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that is, in etfect, a complete controlling body 
over the energy industries, 

Now, we have given you the arguments 
on the different types of energy. Certainly it 
is not entirely clear that transportation is part 
of that energy interest. 

Do you follow the trend of our reasoning, 
or shall I go on? 

MR, PATTILDO: Perhaps, if you would go on 
a litivile further. 

MR. WHITE: Perhaps I should not have said 
tia. haw 2s. basaecaliy, the feeling you have. I 
think you can concentrate too muchcontrol over an 
industry in one body and we would not like to see 
that. 

MR. PATTILLO: Well, would you agree that 
it is desirable that some body have control, if 
they see fit to exercise it, over the transporta- 
tL0n Costus of o12 through pipelines? 

MR. WHITH: 2 think that is a perfectly 
natural safeguard, 

MA, PATTIUMO: De you. also agree vhnat 
it Ss desirable, #2n the case of export-of gas, 
that there be some body which would inquire into 
whether or not the price to be obtained for the 
export of gas was fair and reasonable, in the 
Interests of the country? 


MR. WHITE: No, I'm afraid I leave you there. 
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MA, PATTIOLO; Do you think that*a natural 
resource of this country, belonging to the people, 
should be permitted to go from the country at less 
than cost; if necessary? 

MR. WHITE: That 1s a very good question. 
Cle Course 2. GoM t. 

Mi PATTIGLOY Dave you ao mot think on 
the other hand, there should be any public body 
inquiring into whether or not the price is or is 
not below cost? 

Ma Wate would say no, Mr. Partilio, 

Mr, Pattillo, may I add one more thought? 
I believe the industry has some responsibility for 
showing why it is so mulish, at times, but the 
thought is that, with the possible exception of 
price, there is such a mess -- no, maze; cross off 
that word. 

MR. PATTILLO: Perhaps you were right the 
PoreD ine, 

Mi WHITER: We will tet the reader decide. 
There is such a maze of controls and regulations 
that the prospect of an overriding authority to 
control prices and everything just scares everyone 
to death, 

You wanted a full opinion, and you have 
PO? Lt. 

MR. PATTILLO: Well, it seems to me that 


when it comes to pro rationing or things like that, 
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you like that kind of regulation; but when it. comes 
to setting up an over-all body that would be of some 
read assisuence. that 1S ehe sort of thing you don't 
want. 

MR, WHITE: That is a loaded question, but 


tnere are anomalies. 


MR, PATTILLO: Regulation if necessary, but 


nov necessarily regulation? 
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THE CHAIRMAN: Mr. Frawley, were you 
proposing to ask some questions? 

MR. FRAWLEY: Yes, Mr. Chairman, 

THE CHAIRMAN: Are you prepared to go on 
now? 

MR, FRAWLEY: Yes, I could start now, 
Sie; 

THE CHALRMAN:' Very weil’. 

MR, FRAWLEY: Mr. White, there are ten 
directors of Imperial O11 and they are all Canadians? 

MR, WHITE: We have one outsider on my 
left here; Mr.Cogan. He is an American citizen. 

MR. FRAWLEY:But he works for Imperial Oil. 

MR. WHITE: Yes. 

MR, FRAWLEY: And lives in Toronto, 

MR, WHITE: All directors are employed by 
Inpertal "OL ; 

MR. FRAWLEY: What I mean, of course, is 
that the Jersey Company has not a representative on 
your Board. 

MRY WHITE: “No. 

MR. FRAWLEY: They own you 70% but they 
have no representative on your Board. 

MR, FRAWLEY: They have a 70% stock 
interest in our company, yes, and they have no 
representative on our Board. 

MR, FRAWLEY: Do you know if the same 


thing applies in the case of Creole? 


- a a _ yy 
¢ ye eA 


f 


OF.) OD @ RAVOKHIHOTS BUoHA 
CIR AP REP Viet 


- ett eee Ty AE? i. saey 
f 4 bal — 1 ya tk | e iy hes 2 ¥ a Si) be ‘ Al} ah 
| 
ut ile 
$s ry “> 2%oe She OF BRALEOOST 

: Ah ). tha) 5 Pee? é J + J Mi | 

“ee 5 or ‘ 

‘ nL WAIT. 9 Fs 
* . me 7 “hy t | 
. it 41 
i 

' ~ . 

: f 4 + MATa a H 
i‘ ps | 
A P mel 
{ 
| 
: 3 ri’ P 4 \ 
i 
es ‘ 
‘ , S28 } 
a i) 
BE Wri fal Pat F aah ; 

? uy + ory 
' % F Keke PONS : * : i 


; o 2 P ) 
6\> 2 eae . ti 
‘ ~ re ? ly . at 
nom + = . 
) 
t 
. =~ aul 7 ¢ . 
a 4 7 Fae a } Rae eee i, 
) 
i 
- +. 
ts aur ae < 
s 3 ihe oak ee o i} 
? t 
ie é : 
7 
. 2 ved at ‘As ‘ 
5 J 
- F ew Pie: 5 > 
‘ = 5 se er ee 
' a ‘ 
; ' meer ang 
y . y « 
hal - , pun 
» ‘= mn; 
i U oo \ ai - 
P - J " 
a F at i ae CS . 
- =: 
* P ng ters 
Liason on apd yreqmnd ¥ ot; ott 48H3 
< ’ . eee 2 ¥ Sy 
nS 1 
See | ay 
iuig teas ees 
‘ : ‘ 
of zeTERY of 
ot. <a 7 
? ‘i : 
« 4 3 AK WwW ia / 
' mo f ea ee 
w 5 ‘4 fare (SQ Fr j re 
rT ees "Thy nay Lid 1 Pes {7 rel 
+ 
Pia elie Ai) 
“= , : 7. The ' 4ite 
\ : Pi co: Sra Ba : . mae Pes 
‘ : ’ 
7 , 
, : se) ae ry Pe, 
CT or eae \ tA Ler ih . YYSuU ri 
a . + - . ’ ae 
« - bul 
ed , a4 v mis 2° 7 2% oe Syke Li 
lYiso 820 AG SVavBsieay igo't 
i a 
’ fi LAL ; 
j be die 8S VLA WANA « geen 
see of = a ~ 


‘efoend Io eeao sah pe ee iiiiea poe 


ae 4 iF Nat #4 3 - 


ra a) 2 


ANGUS, STONEHOUSE & CO. LTD. 
TORONTO, ONTARIO 4918 


MR. WHITE: What do you mean by the same 
thing? 

MR, FRAWLEY: I am talking about whether 
or not Jersey has a representative that could be 
recognized as such on the Creole Board? 

MR eWwhitee. Now lewotld.not chink so. 

MR. FRAWLEY: I notice they have three 
New York directors, Mr. Burr, Mr, Metzger, 
and Mr. Stines, They have nothing to do with the 
Jersey Company directorate. 

MR. Se WHITE NousLt Lesa matternof® con= 
venience. Creole maintains what amounts to a 
sales office in New York and those are the directors 
resident in the City. They are not employed by 
Jersey in any direct way. 

MR. FRAWLEY: They are not in any sense 
representatives of the Jersey Company on the Creole 
Board, 

MRe WHETE: No, they«are not. 

MR, FRAWLEY: And that would also apply 
to the ten Caracas directors of Creole? 

MR, WHITE: They are full employees of 
Creole, not Jersey directors, in the sense that I 
think you are using that term. 

MR, FRAWLEY: Now, Mr. White, your company 
feels that this kind of proposal that has been put 
up by the Independents frequently referred to as the 


Home proposal,» but the fact. bs Lt, bs, put up by a 
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group of Independents for whom Home appears to be 
the spokesman and that is: that this proposal 
would not be good for the overall economy of Canada. 
Is that what you say? 

MR. WHITE: Yes. 

MR, FRAWLEY: You say that the quotas 
would lead to the control of the industry? 

MR. WHITE: We use the terms "quotas and 
other things" that would go with guaranteeing of 
a market. I do not think we have limited it to 
quotas but it 18 our opinion that will lead to a 
Pit LiLCuLy situation: 

MR, FRAWLEY: I made a note this morning 
when you were answering Mr, Pattillo, you were talk- 
ing about quotas, and you did say you felt that would 
lead to the control of the industry. 

MR, WHITE: Quotas and controls, yes. 

MR, FRAWLEY: What other control would 
there be? All that is needed is a quota which 
prescribes and defines the number of barrels of 
Venezuelan crude that could come in giving the 
balance to the Canadian producer. 

MR, WHIVE?| Lo chink you will find in our 
brief under the problems of the industry and the 
refiner that a pipeline could not be initiated 
individually as a commercial venture even with quotas. 
The reasons are all given in there, Mr, Frawley. 


MR, FRAWLEY: I put it’.to you that the 
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quota itself would not necessarily lead to the 
control of the industry and I venture to say to 
you you do not really put that forward as your 
opinion, 

MR. WHITE: Mr. Frawley, you are taking 
&@ plece out of the ple and asking me to swallow 
the whole thing. 

Quota is only a part of the various events 
that would follow a pipeline to Montreal. I think I 
have indicated to you the pipeline could not be 
financed commercially which would, presumably, lead 
to government guarantee or ownership, It is from 
tis 1 Team the erowre of control. 

MR. FRAWLEY: Why is it that in the 
textile industry they would like to see quotas 
on textiles coming into the country and because of 
those quotas they do not feel that they are going to 
lose control of the industry? 

MR. WHITE: The Canadian textile industry 
does not have to make a large investment to build 
@ pipeline. 

MR, FRAWLEY: In any event, you say you do 
not like quotas just because they are quotas. 

MR. WHITE: Yes. 

MR. FRAWLEY: You do not iike restrictions. 
I do not know what you are in Toronto but out here 


in Calgary you are just the world's best free trader, 
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are you not, Mr. White? 


MA, WHLTH? I nave quite a bit or 


MR, BRAWLEY: There 1s a whole lot of 
protection in the Canadian economy now, is there 
not? 


MR, WHITE: There certainly is. 
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MR, FRAWLEY: If the cold-blooded rules 
of economics prevailed, there are a lot of industries 
in the Toronto-Hamilton area that, perhaps, would not 
benthere at alis ie thas not so? 

MR. WHITE: Mr. Frawley, please do not push 
me into such a corner that we eannot defend ourselves 
at all because you know there is a balance to such 
things. 

MR, FRAWLEY: I am going to be pretty good 
to get you into a corner at all and even better to 
keep you there, 

I want you to tell me whether the ordinary 
laws of supply and demand and the basic economic 
consideration has been interfered with very materially 
in Canada, supposedly, for the overall good of the 
Canadian economy. That is so, is it not? 

Mi WHITE? I think there isa very great 
uerree of Precedomiacre, Wir -irawiley. 

MR. FRAWLEY: There is a lot of restriction, 
GoOowe.8 “there not? 

MR. WHITE: There is some restriction; you 
cannot ride around the streets just as you like. 

MR, FRAWLEY: But you cannot divide it up 
and say precisely what the .difference is in per- 
centages between the degree of freedom and restric- 
Gaps withate woudd pestificaul ts: 

MRP WRITES. Very ditiieultc. 


MR. FRAWLEY: Both the oil industry 
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and your own company has to pay pretty stiff prices 
sometimes for the privilege of being able to buy in 
Canada as regards what they might pay if they could 
buy from the United States. 

MR, WHITE: We pay a little more money 
and sell a little more gasoline. 

MR. FRAWLEY: Mr. Twaits was telling us 
yesterday he thought subvention would be a terrible 
thing and would annoy the taxpayer terribly. You 
know there is one pretty well known form of sub- 
vention operating in Canada today. 

MR. WHITE: The baby bonus? 

MR, FRAWLEY: No. Ido not know -- it 
might be that down in the Cape Breton Mines; 
maybe it comes to that. I am talking about the sub- 
vention on coal, 

MAP WHDDEe: §6Yes,e DL rhave: heard of that. 

MR, FRAWLEY: We take the coal industry, 
and for the good of the whole Canadian economy, we 
force, I use the word advisedly, we force ‘Nova Scotia 
coal into the Toronto market with the subvention. 

MR. WHITE: oT, understand so, 

MR. FRAWLEY: That is of recent date; that 
i168, perhaos, Whe dast manifestationJor this sub- 
vention policy. We used to stop at Montreal but, 
now, we say that Nova Scotia should have a Toronto 
market and the aid is just enough to back out the 
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Mie WHITH: VE do not know that; syoucare 
telling me, 

MR, FRAWLEY: The Order-in-Council was 
passed in the last two or three months. That has not 
been any great shock; the Canadian taxpayer has not 
gasped about that. 

MR. WHITE: I do not know that the Canadian 
taxpayer is very familiar with that. I do not know 
that he would object. The reasons invoked are usually 
very good reasons. 

MR. FRAWLEY: We will not argue too much 
about that. Mr. White, you have shown in your calcu- 
lations, you are bringing in Guanipa crude. Would you 
mind telling me how much Guanipa you are bringing in 
now? 

MR. WHITE: We are scheduling in Halifax --. 

MR. FRAWLEY: ~.1 am interested in Montreal. 

MR. WHITE: 55,200 odd barrels scheduled 
for Montreal during 1958, 

MR. FRAWLEY: 55,200 barrels daily in 1958 
on Montreal, te that ell of your total relinery run? 

MR, WHITE: Oh, no, 

MR. FRAWLEY: What else? 

MR. WHITE: We are also bringing in 11,282 of 
Guanipa crude that we are buying from certain producers. 
We are also bringing in two specialty crudes, Quiriquiri, 
411 barrels per day and 4,858 special low cold test 


erude for a total of 71,797. 
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MR. FRAWLEY: When did you stop bringing 
id eit loine, Crude anug Montreal or Halivtax? 

MR. WHITE: Several years; the basic 
reason was Guanipa fitted our requirements better at 
a lower price. 

MR, FRAWLEY: I am wondering about this: 

I am reading from the Facts and Figures about Oil 

in Canada, 1958. I received it with the compliments 
of Wood, Gundy Company Limited but it has on it, 
Imperial Oil Limited, printed in Canada. You have 
one there and if you look at page 9 you will find 
you are comparing Venezuelan Officino with Redwater 
and Pembina and Iilinois and California. But the 
Venezuelan that you chose is Officino which has a 
posted price of $3.05. 

MR. WHITE: I think we chose that 
because it is a better-known, older Venezuelan 
erude but it does nou matter. The gravity is shown 
as 36 and the price happened to be the Officino 


price, 
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MR, FRAWLEY: Notwithstanding this little 
book, you are not bringing in Officino and you 
haven't for about five years. 

MEAs WHITE Se eihis lOfficimo ucrude =-tyou 
eculdmear) A taOftncine crude -- sells at a different 
price and iL.is “sour crude. There are many differ- 
ent prades produced’in thewOifieino area, 

MR. FRAWLEY: Have you ever given any 
thought to blending Guanipa and Redwater for use in 
Montreal? 

MRS UWAITES 1 eNos 

MR. FRAWLEY: Tell me, what are you runn- 
to Tel ocd? be smal bertatcrude, 

MA SeWHLTES) Yee: 

MR. FRAWLEY: Have you got the figures 
Lnere’? 

MR. WHITE: Yes. This is merely a pro- 
gramel can giveryou; “Redwater, 17,529; Sturgeon 
Date, Loe siderite iso: total 30y7o4 Wow, 
MEMEO hMALUMNGONUnath thay Le itherproecram yout 
says. 

MR, FRAWLEY: Do you have to supplement 
that market with imports? 

MR, WHITE: Yes, there are some imports, 

MR, FRAWLEY: Of what? 

MR WHITE: Products entirelyr=- D wilt 
haveeto lookwtharvupow Justa moment; splease. © There 


may be a small amount of middle distillates, but the 
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bulk of the importation is Ioco to supplement the 
heavy crude. 
MR, FRAWLEY: So by supplementing your 


Alberta crude with heavy fuels you are able to meet 
your market on the west coast. 

Mit. WHCTE Fe res, 

MR, FRAWLEY: Now, I want to call your 
attention, Mr. White, to Table B-3 in the submission 
of Home Oil, Table B-8 of the Levy report and which 
is part of the independent submission. It is called 
"Canadian Refinery Yields and Operating Rates, 1956,” 
and if you will compare British Columbia with Quebec 
and the Maritimes you will find something like this: 
motor gasoline, 32.2; Quebec and the Maritimes, 34.3. 
Those are percentages, I take it. 

Mier WHITE? “Yes, Sir. 

MR. FRAWLEY: Middle distillates, 31.6; 
Quebec and the Maritimes, 30.6. Heavy fuel oil, 
22.3; Quebec and the Maritimes, 24.9. You will agree 
with me that there is a very substantial comparison, 

MR. WHITE: Yes, a very substantial differ- 
ence, 

MA, PRAWLEY?s" I put’ it to you that on the 
basis? ol that taple®--—"and you wild correct me ir 1 
am not drawing the right inference -- you could take 
Alberta crudes into the Montreal refinery, supple- 
mented, as you are now doing, with heavy fuels, and 


satisfy the market in Montreal. 
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MRS WHETEes Oh, certainiyiidir i Prawléey; 
there has never been any question about that, 

MAW FPRAWUBY: “Now, then, Istake it that 
vou could DRing imlerude from Creoles ifrom Venezuela, 


Ofva different, API igravity ‘than you are now ibringing 
and blend that with Redwater and have the same price 
situation, cost situation at Montreal as you now 
have. Now, I will just develop that with you for 

@a moment. Have you examined it from that point of 
view? 

Mi WHITE: “No; iDtels nota sensible 
suggestion. I mean that, Mr. Frawley, because you 
would have to get the Redwater through to Montreal 
im the firsteptaces, Ione think there) would ibe 
any question of running Canadian crude from a physi- 
Cal standpobmy, hue LEwdon dul te. know what syou 
would do to balance the quality to get the same 
DeLee. 

MR. FRAWLEY: You could put Redwater crude 
into Montreal at 3.19. 

MR. WHETH: th dom) agree with «you. 

MR MoPRAWLEY sancti iyo wouldejuss accept 
that from me forpthe moment ;,ebecause we.can't pur- 
sue anything unless we have some basic assumptions. 
If you will accept it from me that you could put 
Redwater crude in at 3.19, using the Home Oil fig- 
ure 6f 50.0N— armyyayy take 1 brat. 19 woulcput ket 


to qyou thatywou icould get from your Venezuela 
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affiliate 25 degress API crude, which is spelled 
T-I-G-R-E, 

VAR WHITE: It o1s Ele tiere. 

MR. FRAWLEY: You could bring in Tigre 
erude, youscouldsbuy it at.2.51,.and.with, The, same 
kind of calculation made for Guanipa, the engineers 
of the Conservation Board have arrived at a figure 
of 2.807¢ in Canadian funds laid down in Montreal. 
TE ie a lattlesberterethan, 2.00; more. like,s2.ol, 
and if you-had.a composite laid down price of Tigre 
and Redwater using 35% Tigre (on 25 degrees gravity) 
with 65% Redwater (35%) you could have a laid down 
cost at Montreal of $3.06. 

MR.WHITE: That is good mathematical 
Bxercise, 

MR. FRAWLEY: Would you tell me why that 
isn't a feasible proposition? 

MR. WHITE: Well, basically, the whole 
theory of getting oil to Montreal is to move it in 
large volume to get advantage of the lowest cost of 
Lealdedown ol lethere is. You.cannet move, 100,000 
barrels to Montreal and build a pipeline to do it. 
Consequently, ,there,is no basis for taking a part 
substitution of Redwater crude at Montreal and add- 
ing to it a balancing gravity crude from Venezuela, 
in .eCconomics. 

MR, FRAWLEY: Mr. White, I would like to 


look up something about that and ask you later, 
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I pass now to something else. You look to the 
Toronto-Hamilton or Ontario market as the salva- 
tion of this shut-back crude situation in Alberta 
in large part. 

MR, WHITE: I think there are potential- 
ities there which will aid materially. 

MR. FRAWLEY: What you propose is that 
the Ontario refineries should expand. 

MR. WHITH: Yes. They are expanding. 

MR, FRAWLEY: You say that Shell talks 
of building one in Bronte, although they say they 
haven't reached a decision that they will build it 
at all. That is one of the things you have in mind 
when you speak of an additional market. 

MR. WHITE: We had not included the Shell 
refinery in our estimates of the outlet. 

MR, FRAWLEY: When you said it would be 
increased from 75,000 to 80,000 barrels daily, you 
were eliminating Shell, 

MR, WHITE: Well, 75,000 to 80,000 covers 
the 1960 period. Mr. Cogan corrects me; he says it 
is five years we have counted on the Shell volume. 

MR. FRAWLEY: And Cities Service? 

MR. WHITE: They will be running next year. 
Incidentally, I did some disservice in the quick 
questioning of Mr. Pattillo yesterday and it would 
be worthwhile mentioning that some are increasing 


their intake of Canadian crude at the beginning of 
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June. The Sun people have made some move to utilize 
more Canadian, 

MR. FRAWLEY:, As I see 1t,.if that is the 
ease... 20,28 impossible to put_our crude. into. Montreal 
because the Venezuelan crude has the advantage. 

MR. WeLihs Gadn' tasay 1c was impossible. 

MR. FRAWLEY: Undesirable, uneconomic. 

MR. WHITE: Yes. 

MR. FRAWLEY: On the other hand, you pro- 
pose to build.the Ontario refineries and to back 
Upetne, products coming im to Ontario from Montreal. 

MR. WHITE: From the United States as well. 

MR. FRAWLEY: But you would hope to back 
up products coming in to Montreal. 

MR WHiTES, . Yes. 

MR. FRAWLEY: And that is where the cheaper 
StarGgine sCostiacmor the. retinery, and | am just 
wondering how you expect to shut-back a refiner who 
has a better laid down cost than you would have at 
your Montreal refinery. 

Moe ite ena) 1S.a0 VETY, POOd, Question: 
He has got. to balance it. 

MR, FRAWLEY: Is Ottawa one of the markets 
you would expect to take over from the Ontario re- 
finery? 

Mae Wi eo NOn Imo b abhink So. 

MR..FRAWLEY: So I have to be content to 


use Venezuelan crude when I put a gallon of gasolire 
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into my car in Ottawa. 

MR. WHITE: Could I make one other state- 
ment? We are talking about pushing east from 
Toronto as being the Montreal market. The Montreal 
market we are really talking about is in Toronto. 
There is not much between Toronto and Montreal in 
the way of product demand. Now, actually some re- 
fined material from Montreal is moving west, and 
thas 23 included tm my derinition, 

MR. FRAWLEY: What is the refinery spread 
at sarnia? 

MR, Wilts: 2 don't have that tiigure, Mr. 
Pravwley, " — Could fey Lo, Of Course, bUL ET don't nave 
i. 

MR, FRAWLEY: What is the refinery spread 
at Montreal? 

MS Wie) ly one Nave vine b. 

MR. FRAWLEY: Why are you not importing 
Middle East crude at Montreal rather than Venezuelan? 

MR. WHITE: We did for a while, but to 
bring” im more than a Little you have to put in some 
investment in treating facilities and there is no 
advantage, so we have really been on Venezuelan 
crude as a base for supply. 

MR, FRAWLEY: Well, it is more advantag- 
e0Us; isit'’o it, to bring in Middle East crude at 
Montreal as against -- 


MR, WHITE: Not necessarily. it depends 
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entirely on how much you pay for the crude and the 
transportation of the crude over from the Middle 
Bast. There are variations in that to different 
companies, I know. 

MR; BRAWLEY: 2 put) it to you that there 
is a disadvantage against Venezuelan if you use 
Middle East, and that you seem to have overcome 
that disadvantage. 

MR, WHITE: You are suggesting that 
Venezuelan is on a basic competitive disadvantage 
to Middle East, 

MR) BRAWLEY:) [say that you can pub in 
Middle East at a less cost than you could put in 
Venezuelan, 

Mw WHITE: Dodon’t think that is a 
eorrect statement. 

MR, FRAWLEY: Do you know that some of 
the tankers are now absorbing the Suez Canal toll 
in their USMC minus 45 or 55? 

Mae. WHET: Lo Le noc surprising, Mr, 
Frawley. I wasn't aware of that, though. 

MR. FRAWLEY: And if they are absorbing 
the 16¢, which is the normal Suez Canal toll, I 
Dit Voto yO Ghia you Can pucsin Middle Hast crude, 
Arabian 34 degree crude from Montreal at 3.13 less 
Led. 


MR. WHITE: “2 wouldn't? be surprised. In 


ea effect, you get your transportation costs cut 16¢. 
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MR. FRAWLEY: Which is $2.97. 


MR. WHITE: Yes. 
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MR. FRAWLEY: Well, I suggest to you 
that it should be as attractive to you, so attrac- 
tive to you that you should discontinue using 
Venezuelan and put in Middle East. 

MR. WHITE: I mentioned that we had not 
made the refinery expenditure to correct for the 
sour Middle East crude. Pu wou, Con arrange 
for long-term contracts on that basis, I think 
we could; but that is obviously a spot situation 
that you are quoting. 

MR, FRAWLEY: Because you think Red- 
water is now at a disadvantage, against the 
Venezuelan? 

MR. WHITE: Yeu. 

MR. FRAWLEY: And I put it to you that 
Venezuelan is at a disadvantage against Middle 
East. But it does not seem to work out that 
way when Imperial sits down and decides which 
Crude it will vse, 

MA WHITE: No. The Venezuelan price 
is a long-term arrangement which will continue as 
long as we can count on getting it at that price. 
I don't believe that is true of the Middle East 
a laa 

MR. FRAWLEY: in each, case you ere 
dealing with a Jersey affiliate? 


MR. WHITE: That could be, 


ss MR. FRAWLEY: Well, you told us 
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yesterday, because I am giving you this Arabian 
No. 2 posted by Aramco. 

MR. WHITE: You are quite right, general- 
ly speaking, but that has nothing to do with 
Imperial. 

MR. FRAWLEY: No, naturally it has 
nothing to do with Imperial, but, really, Mr.White, 
you take a considerable amount of offense -- 

MR. WHITE: fvam sorry. 

MR. FRAWLEY: -- when anybody tells you 
that your affiliates, that you enunciated in that 
nice, big, tall building on St. Clair Avenue, are 
dictated to in any way at all by the Jersey company, 
don't you? You do not like anybody to talk about 
that, 

MR. WHITE: I will try to be more patient, 
Mr. Frawley. 

MR. FRAWLEY: Am I waiting for you to say 
something, or are you waiting for me to say some- 
thing? 

MR. WHITE: Lam waiting for you. 

MR, FRAWLEY: L say that you should not 
take any offense --: 

MR. WHITE: OD cosurse. 10%, 

MR. FRAWLEY: -- at me or anybody else, when 


I suggest to you that we have to have regard for the 


good of the parent company, you have to have that 


regard when you are making your policy decisions. 


Ot) OO # anuoNsHoTs quRHA * 
QuarTNe ,oTnoneT 


: ae boat e es i TR, re bed ~.4 UMSUSTESY i 


a ETA - ua le Sfeog :° . ov | 


OY «SSW LAM } 


} he Sa — j 
p on, work tend tod .gabisega yl 
Se q Ree y 
H 
P « 2 - or { 
LBcCTSan 
| 
- ’ i a + ¢ tA ’ L, AF 7a 
| 
* ft 4 —, r 
~ GSE 9 11) 3 : nt Pia lh Ue i 
; 
4 ~ of ~ 
J { Lirias LGB 1G: af & 880 icy | 
' 
: 
oy ‘ ; ri 4 
j 
_ ba | y “1 
: | 
i) 
i 
; AZ i a! ees PE Py | | 
: = : 
{ 
ie AY i ‘ J 4 


i} re ; aA 4 v 2 
\ 
bm / 
e~ Sil 
}) 
| 
7 - | lL. j f 
4 | 
| 
(2IWSTt . | 
] 
i 
y | 
; i ey fi 
3 ew ey 2h Psy s i 
ft é ' Pa. nw SMOS i} 
I 


atl oF svad ow. Jack voy os Feogauva I 


wmog 2meieq- off To Boog . 


s ; j 
t L : ey 


ANGUS, STONEHOUSE & CO. LTD. dt 2) 
TORONTO, ONTARIO 9 


MR. WHITE: dont think “Ll would * "uarrel 
Wit Ghat very mich, but “atedoesn’t really arfect 
them to the disadvantage of our own company. is 
Piste I can add what. 

MR. FRAWLEY: L would like to get a straight 
answer and then I can discuss it with you. You 7do 
not regard me as slandering you when I say that? 

MR. WHITE: By no means. 

MR. FRAWLEY: And I put it-to you that 
your decision to buy Venezuelan crude under the con- 
Gic.ons. at which your can puy Wts tnhat~ thar’ decision 
is arrived at not entirely without any regard to 
what is good for the parent of Creole, namely, the 
Jersey company? 

MR. WHITE: Downtime Besetir frawley. 

We are getting crude as advantageously as we can 
any place, and we have dealt with Creole on the 
Same basis you mentioned, and certainly we would be 
glad to help Creole as long as they are willing to 
help us and be competitive. 

MR. FRAWLEY: There isn't any question 
about that. It would not be good business if 
you didn't buy from Creole if Creole had the goods 
to sell you, would it? 

MR. WHITE: If Creole tried to overcharge 
us, we certainly are not going to buy from them. 

MR. FRAWLEY: Have you bought from any- 


one else? 
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Mie WaT Creole have nov tried to 
overcharge us, but IL can give you an example of 
where we were taking goods from competitive sources 
ef supply tecause we wanted to and had’ to, 

MR, FRAWLEY: Over the three or four 
wears since you Have been using Guanipa it has 
gone in 99 per SER: from Creole? 

MR, WHITE: in the last four years we 
have had this 11,500 barrels that you have heard 
So Much abou From so cony < 

MAR. PRAWLEY: TO Me, i 26 “absolUucly 
amazing. What you tell me is that the Socony 
Soupany, Los Subsidiary On tie West Coasv, General 
Petroleum, are not buying any Alberta oil at all. 

MR. WHITE: They are puyineg 17,500, but 
we are selling about 2,500. 

MRO PRAYLE. : I wouldn't, for the moment, 
use the word "wassail", please understand me, but 
hie fact 2s tiav the ‘only reason "thay Socony is 
buyine that 2), 500 and nominating for it tothe 
Alberta Conservation Board is that because they 
have another arrangement with you whereby they 
will sell you an equal amount of Venezuelan crude. 

MR. WHITE: ios. are tre Tacue. 

MR, FRAWLEY: fooserace tie Focus, 

Well, it is very interesting. 
Now, I might call your attention to some- 


thing in connection with the performance of the 


4T4 99 8 SEGUHBHOT? .4uE¥o 


Qeseree Giveongt 


b 
' ‘ 
Fae, ° 
, 
t. 7 ' 
‘5 
bo , 
: 
i 
~ 
, rT & 7 
Z, s 
roa - 
. _ , 
3 
é f 
‘ eq ~y ’ 9 
m 
5 ‘ 
- i \ + : 
vw of i wi > 
7 A WN : 
Oa ae 
oh 
ar ae in : 
Shin ad act ag tah eh When 


ANGUS, STONEHOUSE & CO. LTD. 
TORONTO, ONTARIO 


West Coast market lately. In lastnight's news- 
paper there was a statement by a committee called 
thie Hays -poliin Committee, which made a report 
on the United States-Canadian relations, and they 
said that the Canadian concern over the import 
restrictions is perhaps somewhat exaggerated be- 
cause Canadian oil exports, despite the quota, 
still are higher than they were two years ago. 
Now, that statement, presumably, is of fact. 

I would like your comments, as the 
president of Canada's biggest oil company and the 
big producer in Alberta, the person that knows as 
much about the Canadian oil industry as anyone in 
Canada; I would like to have you comment on that 
statement, in the light of these figures which I 
want to draw to your attention. These were the 
exports to the United States west coast from Alberta: 

In 1956, 52,500 barrels daily; in 1957, 
74.200 barrels. daily: in January, 1950, 50,661 
barrels daily, against a quota of 65,000 barrels 
daily. Now, in February, 1953, 40,311 barrels 
daily, against the same quota, and in March, 
35,761 barrels daily against the same quota. 

In April, 27,500 berreis daily, against the same 
quota and in May, 21,300 barrels daily, against 
the same quota, estimated; and in June it will be 
21,200 barrels daily, again against the same quota; 


in July, the same, 21,200 barrels against the same 
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quota, based on nominations or contemplated nomina- 
TiONS’. 

Now, with those figures, how do you explain 
what the gentlemen said about our being too con- 
cerned over the import restrictions and somewhat 
exaeeeraved in OUr feeling about the exports, into 
the west coast market? 

MR. WHITE: isn't there a connecting sen- 
tence there that says that the Canadian reasoning, 
Lf you wish, against the amport quota curbs is 
overstated, because our exports are below what the 
quota would allow us to export, and your figures, 
Mr. Frawley, seem to bear that out. 

MR. FRAWLEY: He says Canadian concern 
over the’ import restrictions is perhaps exaggerated 
because Canadian oll interests, despite the quota, 
still are higher than they were two years ago. 

Now, how do you explain that? There is 
nothing very high about what is going on now. 

MAY WHite: Well, there is somewhere 
where we do not understand one another, because 
I think the figures you stated, which are one- 
THY, 2f Vou wish, 2 reéenc months. Of whe 
quota on refineries which have been importing 
Canadian crude bear out the statement as to our 
reasoning against import quotas, as opposed to im- 
portations. 


MR. FRAWLEY: In other words, we have not 
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got a complaint against the quota, but that is 
pather «theoretical? 

MR. WHITE: Well, maybe it isn't; but it 
Le eG s. COM Tecc, 

MR, FRAWLEY: Why is it that in May we are 
only able to send to the west coast 21,300 barrels 
daily and there is a quota of 65,000 barrels daily? 
It is 21,300 which is hurting the Alberta oil in- 
Gustry. 

MR. WHITE: It. sureis. 


M 


~~ 


R. FRAWLEY: What is the explanation? 
MR. WHITE: I don't know what it is. iD 
could speculate a lov. timefaces., thie brier has a 
few speculations on that very point, itself. In- 
ventory correction, for instance; lack of demand, 
which is apparently due to economic recession; and, 
of course, inventory correction is due to a number 
ef, factors over importation, in past. time. Those 
aye tie Ony factors | think 1 ‘could specuiate on. 
MR. FRAWLEY: And failure to nominate by 
refineries on the west coast that could nominate 
and are not nominating? 
MR. WHITE: They don't think they can -- 
I do not know the physical factors on this, really. 
MR. FRAWLEY: I am going to make another 
Suggestion. L am certainly trying hard to get 
you to take Alberta crude into Montreal. How 


about blending some lower gravity Alberta crudes, 
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woile Still in the province, and sending it down 
to Montreal at an API that you can use, comparable 
to what you now are getting from Venezuela, and I 
Suggest you might be using some Stettler, some 

Big Valley and... indeed, 1 wiil add.some Saskatche- 
wan crude, to get you what you think you have to 
Have to Nushi-oul. the forelien crude, 

MR. WHITE: There is no question as to 
quality, and the remarks that applied to Redwater 
erude apply equally to any blend you want to men- 
tion. It just costs too much to get there. 

MR. FRAWLEY: oO if the cost was all 
right, you would take the Alberta crude? 

MR. WHITE: Of course we would. 

MR. FRAWLEY: Now, that is something we 
want. to be clear about. 

THE CHAIRMAN: Perhaps we should adjourn 
for lunch and reassemble at two o'clock. 


---Whereupon the hearing adjourned, at 12.30 p.m., 
Ube le oe OO epg, 
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--- On resuming at 2.00 p.m. 


THE CHAIRMAN: Gentlemen, the Commis- 
sion will now resume its hearing. Mr. Frawley? 

MR. FRAWLEY: Thank you, Mr. Chairman. 

Me, White, turning back for one question 
on pro rationing, I made a note this morning that 
you agreed with Mr. Pattillo when he said that 
pro rationing helped to make it difficult for 
Alberta crude to be competitive and I would like 
to ask you this: If we had no pro rationing 
would Alberta crude, in your view, be competi- 
Live? 

MR. WHITE: I cannot answer that ques- 
tion simply; it 1s a complex question and it 
goes back to almost the beginning, the bases of 
land tenure; how the reserves are sold; how oil 
is produced from those reserves. You cannot 
just say, throw pro rationing away and it will 
be competitive. For a long time, I believe, we 
had all the oil-producing area under lease, if 
you want to call it that, and it was not very 
competitive because they had no competitors. 
I think the question relates to the interests of 
producers in selling oil that they own one 
mondreces per "cent Versus producers who are selling 
oil of which they own percentages of fifty, 


sixty and seventy. A Tink 1G as proper Lo say 
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the purchaser of the seventy per cent owned oil 
is not competitive with the oil that is owned 
one hundred per cent and that is what I meant 
to convey. 

MR, FRAWLEY: Now, coming back to the 
business of trying to occupy the largest single 
market in Canada and you made this statement in 
your opening statement yesterday: 

"PiveG Of all, there mast be no 

argument “that in order to develop fully 

the producing potential of Western Canada, 

we will need substantial export markets 

in addition to any foreseeable domestic 

market, " 
L°would take it, Mr. White, you agree as a general 
principle a person should seek his domestic mar- 
kets before seeking export markets. 

MR. WHITE: IT donot think you ican 

qualify a market as being desirable just be- 
cause it is domestic. 

MR. BRAWLEY +" Nor is 1. Jdesitrable'’to 
have a market just because it is an export market. 

MR. WHITE: No. 

MR. FRAWLEY: You certainly do not have 
your sights set on an export market as against a 
domestic market primarily because it is export 
and ‘bheretore "desirabie-: 


MR. WHITE: Not because it is export. 
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MR. FRAWLEY: It is a market we should be 
looking for? 

MR, WHITE: TAG. 2S ee Lei. 

MR. FRAWLEY: And you say, "Look to Ontario 
and look to Puget Sound and let Montreal go by." 

MR. WHITE: You are stretching me a 
bit, there. 

MR. FRAWLEY: I thought that was exactly 
what you said. 

MR. WHITE: Under certain assumptions that 
is exactly what I did say. The assumptions are 
as follows: you can develop in the Ontario market 
and in the export market sufficient outlet to 
keep the industry on an even keel and I indicated, 
as well, that we thought you could. On an 
"even keel" in this case means an historical 
producing rate of between 50 and 60 per cent. 

MR. FRAWLEY: Let us look at the Toronto 
market. You have a production situation now of 
$3.07 against $3.16 -- if you take the Home Oil 
firure of $3.10. In Montreal you have an advan- 
tage now of $3.07 against $3.16. 

MR, WHITE: We have no advantage against 
anything there. 

MR. FRAWLEY: You say it costs you $3.07 
to put Guanipa crude into Montreal? 

MR. WHITE: Yes. 


MR. FRAWLEY: And you say it costs you, 
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or would cost) you, 63.30 as against $3.16; the 
figure given you a moment ago is the Independent's 
proposal but you say it is $3.33 to put Alberta 
Gruden, 

MR. WHITE: I think the brief says $3.34 
DUtSThaD fe ald preter tc. 

MR, FRAWLEY: Now, then, what is your 


Alberta crude costing in Ontario? I suggest that 


MR. WHITE: skipping the decimals, 
$3.30 is the present laid-down cost of Redwater 
Cruge iy Sarniak 

MR. FRAWLEY: That is Sarnia. 

MR, WHITE: You Bad! Ontario. 

MR. FRAWLEY: I said Ontario but I am 
glad to have both of them. Sarnia, $3.30; 
Clarkson, that is the, other big refining area, 

I suppose. Would you take $3.38 from me? 

MR. WHITE: Yes, Mr. Frawley, that is 
right for Toronto and Clarkson. 

MR. FRAWLEY: What would it cost to 
ship Venezuelan crude from Toronto to Montreal? 

MR. WHITE: How are you going to ship; 
is it theoretical pipe line movement or tankers? 

MR, FRAWLEY: I would think whichever 
way -- suppose you made up your mind you were 
going LO pub this’ Venezucian crude: into’ the 


Toronto refinery area. I suggest you could do 
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it? for about ten cents: 

MR. WHITE: We do not have a pipe line; 
you are really asking about tankers, are you? 

MR, FRAWLEY: I would take it either tanker 
or --- 

MR. WHITE: There is quite a difference. 

MR. FRAWLEY: You have two estimates; both 
tankers and pipe line. 

MR. WHITE: Heavens; no, but the cost of 
moving by tankers -- we are figuring going the 
other way -- about 25 cents, T-2 USMC minus 35 
using the Toronto seaway. 

MR. FRAWLEY: From where to where? 

MR, WHITE: The terminals are Clarkson 
and Montreal, 

MR. FRAWLEY: Ifyou’ took’3 cents per 
100-barrel/mile,what would it take to move it up 
to Toronto? 

MR. WHITE: I am just going to give you 
the tanker figure which is 27 cents. What is 
the question? 

MR. FRAWLEY: Using 3 cents per 100- 
barrel /mile what would it cost you to move moe WUD 
to Toronto? 

MR. WHITE: Can we agree on 400 miles. 
Lt would be 12 cents, I guess. 

MR. FRAWLEY: You are finally in my 


range: Ty wid ‘settle for 2 cents. Now, you 
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have a 31-cent differential; $3.07 against $3.33. 
Now, if it only costs you 12 cents to get 
Venezuelan crude to Toronto you could back 
Alberta crude out of Clarkson. 

MA. WHITE: e are back at the position 
where we have to define a 3 cents per hundred 
barrel mile that was quoted. I am suggesting 
$2.05 or thereabouts was the figure and we said 
we thought a minimum of 3; within the terms of 
reference of that pipe line, between 200,000 
and 300,000 barrels. We have no such pipe 
line from Montreal to Toronto and I believe that 
erude could be laid down from Montreal even with 
Canadian crude and you would have an even com- 


petitor. 


| =} 
———t 


MR. FRAWLEY: With Venezuelan crude. 

MR. WHITE: Certainly. We would cer- 
tainly be opposed to doing that but this is quite 
an academic question and it is interesting that 
You. bring 1. tip. 

MR. FRAWLEY: Teen perneene at ip Or 
very obvious purposes. Vou ore... pul it. vo 
you, departing from the strict application of 
hard economic laws by not bringing Venezuelan 
Crue py. CoO Joron co y 

MR. WHITE: I do not think we always 
live by what you call “hard economic laws" other- 


wise we would not be buying 11,500 barrels of 
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Venezuelan crude and selling 2,580 barrels of 
erude ; 

MR. FRAWLEY: Pipwe Lb CO yous vou .are 
certainly sticking to the hard economic laws when 
you refuse to take Alberta crude into Montreal 
DECaUSS WOU can pul Guanipa. crude in there more 
cheaply. 

MR. WHITE: The principle of adhering 
LoMeard economueiaws Ls a-matvter of “desres an 
Human wares, 

MR. FRAWLEY: TAD UesC Or Ly OUR HOU. are 
not willing to depart from what you call the strict 
economic laws in putting Guanipa crude into Montreal 
because it is produced by Creole, your affiliate. 

MR. WHITE: Mr. Frawley, the whole tenor 
of all our discussion here has been to tell you 
that ie nov true: IP repeat that. 

THE CHAIRMAN: i think, ies Wrawley, 
after what Mr. White has been saying, I think it 
is a litctlevunfair toi say has company refuses wo 
put (Canadian, crude. into. Montreal. As I under- 
stand his evidence, yesterday and today, he said 
that the decision of his company is that to put 


Canadian crude into Montreal is an uneconomic 


operation and should not be done for that reason, 
but, to make it possible to do so, certain govern- 
ment acts would lave to be done, such as quotas 


and so on, to which his company takes objection. 
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I think that is the substance of what his testi- 
mony has been. Not that he refuses to put 
Canadian crude into Montreal. 

MR. FRAWLEY: if lhe reruses, to. do it for 
the reasons which you have outiined -- I am not 
endeavouring CG Tes. his sincerity, iif Lomay use 
that word without committing slander, Mr. White -- 
I want to test his sincerity by looking at what he 
does now in Toronto. I say you have a different 
SCONOMLSG approach for pucting Alberta. crude into 
Toronto, with which [I am entirely in favour, but 
I do say you have a different economic test for 
Toronto than you aoply in Montreal. 

MR. WHITE: There is another factor that 
should be considered, Mr. Frawley. You have had 
testimony from the Interprovincial people, and to 
some extent from ours, that we have financial 
Obligations and guarantees with Interprovincial 
Pipe. bavie,, Those are important to us, as well. 

MR, FRAWLEY: You say that is another 
reason then, if 10, you do not think you could con- 
tinue to discharge those obligations to Interpro- 
vincial if you took some Redwater crude to 
Montreal. 

MR. WHITE: EG LS pretuy hard co, see 


how we could run Guanipa crude at Sarnia and 


discharge those obligations. 


MR, FRAWLEY: That is taking 


woot 
vs ties 
: * 
> 
OT2 OF & VEUOHRMOTE svENA Yau 
oma OTH WoT 
. 
oil 5 4 - ‘ C “ined St a 
one be ? yh) tht Gl Re NEL RS i, 
a oe = /~ = Ts ** ray a! 
Ee ta 6 ery | S eee 4 a i ai Tat j 7 sey Zaks oy esl 
a) de J ¥ 4 ce pe or ies. 4 eva 
4 wa J " ried al ‘sie ay Bie ivi 
3 mY : in 4 % , , 
4 , ‘ = a i : é co 
m as 
z Cel * - Fuh a . os 
; " 1 coy Stew aieads wy 
ad, oa (3 ae oan % 
=) 3 . Pc? es ya be ES pik Rade Yt 
ae : % 7 Page bie 
' Cn | rans oe: ini} * be is } ain 
Sani pay - P > * | era 
i ‘ cat is cL, eM 72 “f og ; whe s ‘ “hv Pet me 
é y ? bry 4 + ee Se Si in <3 a * 
a) ie Soy YY egy f a 2aol 
; ‘yee jibes Suny eget Ah peepee? & borin S 
- - , 2 - i! “ a 
? = 55 ‘. 
é f t " nia r ie i ae ta 
4 M , > + ‘ ¥~ 
rig r foe oe, A: Z ary 4 ) J Oe 7 
; Wis vivaan cio’ fee3. oder 
os ay 4a 2s te 2 rf pat 
She Peat he we £ nbd te a > 
t . Pe 
ee as me, , : Rf Li OFA 
: fee "£2 Te b ee ag , qninis anf 
Pie ts eee ee oe gt ee ' FNS e8ie 
7 i > 
£ De CECE rryt c mile ii ae A 
= . ’ * 5 , ert : pe PED 
fen AR SS ined 13g "ea art | at 
* : ee ee), os 
ci 2 EE: WS Hn a 
‘ PP jowse 7a" G ep Ad y nace reaes 
ri \ J 4 a Pe €- ‘ oe ‘ “aa 
ney ~ , ) I. ce ' t hea 
cs id Meas i bd she? Lat \ Gite i 5 Bits hs ; ere we) 


. 2 bs a Crit rs 
Sed. voted ef J, :HETHW JAM 


pihecge 5 stuto eqinsul niet Dioge sy won 


=. Maa OS aod 


at oyster lh 


wins gf Sate awit RM 


J 
ANGUS, STONEHOUSE & CO. LTD. aoa 
TORONTO, ONTARIO 


Guanipa crude up to Sarnia. On the coid economics 
OL lt, Lo would only cost you “We cents-to take 

it from Montreal to Toronto; you could probably 
back out Alberta crude on the cold-economics of 

Loe at) Daria, 

MR. WHITE: May: i remind your your - cold 
econom.ce-i1s based" on 200,000 to" 300; 000" barrels; 
Our "Weme Capacity atu our rerinery in ocarnia-is 
80,000 barrels. 

MR. FRAWLEY: If you went with the pipe 
line to Montreal, what effect would that have on 
the forecast that you have given us for Ontario 


refineries and the additional throughput for 


those refineries if the pipe line went to Montreal. 
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MR. FRAWLEY: Well, can you tell me 
whether it would result in some diminution or 
could you still hold up these additional through- 
DuUUS. for Ontarlo refineries if you went with 
crude to Montreal, Alberta crude to Montreal? 

MRS White? “Nelli. wo to Very Uri feu. t. 
You have got to -- we are in the wrong situation, 
obviously. You have got to decide on what condi- 
tions of tariff and the route a pipeline might go 
to Montreal. Should the pipeline be an enlargement 
Or extension of Interprovincial, there would be 
then no problem; if it should be a branch that 
€UtCs OLlL ao Superior end. Boece vO * Montreal,” then 
the problem gets more complicated; and if it goes 
direct to Montreal, then I think we have a problem 
to work out, If you put it into Montreal you would 
have that position, provided that one of these out- 
line projects didn't completely upset the inter- 
provincial pipeline and other things of that nature. 

MR, FRAWLEY: Now, I want to discuss with 
you something that I think is of major importance, 
that is,why you have no adjustment of equivalent 
quality when you are comparing Redwater crude (35%) 
with Guanipa crude (21%). 

MR. WHITE: I think Mr. Cogan will answer 
that. 

MR. COGAN: Mr. Frawley, I think the best 


way to start this is to state that API gravity is 


pa 


sy) vo =a Daa ee Cy 


¢ ' > 
’ aa ; 
qe aks 
Gio O% # 22VOMENR TS SUANA 
CWASTHO green 
o* Pal i athe Ww! 
2 ¥ y ’ 
i ‘ ‘ee 7 
/ i ee : 
, + GP one ry 
a ; ¢ . - 
i Swell? Ty 4 
4 3 ! ary ev Nh 
5 P inTt 
a 2 
is 
. on " Os ) 7. i 
Fj : uy x eT eLep @ gals 
ne? 
red ee d eErio.s 
6 
* # 
SEP ES ae oS 4 tres c 
3 tea 
os . 
Ie 2) 
~ e + 
a a ‘al ’ i 
pore ist 2: arte rari 
ieee 
aie ae y ' a 
cu Pag it 
Bl Ls ; ao Meu yoy SM 
Fi 5 
¢ £ oa ter 
} \ 
a 
By ke z is ¥ ~ 
Gee m "i 
= ane 2S 7, ? *~ 
me eS ‘ fa 4 ' SLO! tf 
an - ‘ 
’ af. 7 I bal vO 2% 
= 4 es ‘ 
‘ i . 
+ ca <4 
° | nz FS TE 
yemcbedk E . oY sy wee $e 
E ayy 7 ot Cont Ee “ fcanw j 2h 
Po Aah ie ~ A 4 ¥. h/ 
fr f %& \ 
7 —_ sr 
Vel) SoM ) BaSNs iO. ov Ew 
d asl J J ‘ r - 
wt eat: 4 Sue AA 
Jet 
ca a att? 1 yrs a 
cS Vike ‘ * Pu viii ‘x ie) és je 
- 


‘a sfteoy of ef Siete ganda of. yaw 


O53 


ANGUS, STONEHOUSE & CO, LTD. 
TORONTO, ONTARIO 


only a modest indication of relative qualities of 
crude. In any given area where other characteristics 
pve Sim larcit 1s iauraire indi catlionroferetative 
values. When you come to bring crudes from a variety 
of sources, API has relatively little significance, 
What peal lyrcounts 2 sythe volume range worm ‘crude oil, 
the hydrocarbon pipes and content in the types of 
sulpnur, If) youuwien,! and ai grear many other character- 
aStics Of “Ghatisort, Our evaluation made in:detail 
shows that we are well satisfied that Guanita crude 
at Montreal and Redwater crude because of its 
different characteristics =--) this all sounds a little 
Day OVE <a ne uinortinately ard thinkyd = might 
be interesting if I could give you a reference that 
gives some background to this, and I would like to 
refer you to the Oil and Gas Journal of February 24th, 
This article, which was by Mr. Adams and Christen of, 
i believe it was,the A.P.A. organization, discusses 
some of the interesting anomolies, and I would like 
to quote just one sentence which I believe seems to 
be pertinent. 

"Comparative evaluation of crude oils ... 

"based on gravity alone is just manifestly 

“impossible, " 

MR, FRAWLEY: When Imperial Oil posts prices 

in Alberta do they not normally and uniformly show 
adifferent gravity and sulphur contents? 


MR, COGAN: I think in dealing with crude 
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oils they tend to have the same carbon content, and 
in that you have a differential factor. Everything 
else being equal, gravity has an importance. To go 
a little bit further, you find some of the postings 
in the United States today are actually penalizing 
eruge o11 Tor higher eravivy, widen 2s a peculiar 
Sora OF *SicuatLom, 

MR. FPRAWLEY? It ‘Ls-most unisiual, 

ME. COGANS I sayeeucls unusual; bue Lt is 
actually happening. My point is that API gravity is 
merely an indication. and’ it Ts-only one factor. 1 
would Say when you are dealing with crudes it is not 
the most important factor when you are dealing with 
Kua lLecy 

MR, FRAWLEY: Mr. Cogan, that has been the 
accepted pricing technique from time immemorial, hasn't 
it, cneo you Vary your pricerwiun your varying API 
degrees? 

MR. COGAN: I would say that would apply in 
the case of simple installations in the field. Where 
Ovnerrycharacvervstics are unirorm?’it -has* made, APT 
gravity a convenient method, I think in Alberta crudes 
they are similar, that there is still a means of 
differentiating. 

MR. FRAWLEY: If I had a piece of producing 
property in Wainwright and another in Pembina, I 
would say that I was better off in my Wainwright 


property. 
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MRO COGAN: Yes; -puv Eowould’ say chat 
whe “arLrrerence 2h cravity 2s not the oniy 
difference between the two, 

MR, FRAWLEY: But you must adjust that 
Pieher APE gravity in buyine crude “oll, 

MR, COGAN: Everything else being 
equal, you should adjust for API gravity. 

MR. FRAWLEY: Then why are you not 
adding to the laid-down price for Venezuelan 
crude something to show the Redwater crude? 

MR, COGAN: Actually the volumerange 
which API tends to indicate is virtually the 
same. “This 2s a very anvoived proceeding, as 
you can appreciate, Mr, Frawley, and each 
Lndivecuadl rerinery has’ ics “own conditions 
depending on the types of equipment and design. 
That 18 the reason I attempted to give you ‘a 
Pererence and a "conclusion of that reference 
so that you can appreciate I am not only talking 
from my own knowledge but, however, a lot of 
people have the Feeling that that 1s the way 10 
goes. 

MR. FRAWLEY: And sulphur content always 
PEGULTES se COPrecvlon ano tire tors Cine oF terude, 

MAR, COGAN. Yes. Again there are-a 
great many different types of sulphur contents, 
the type, the volume range ali make a good deal 


of difference. Everything as being equal, sulphur, 
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I would say, would be a disadvantage. I have seen 
many cases where asphalt seemed to be better. 
nO again generalization.is extremely difficult. 

Tat Seikswarvyveryudl (ficult refinery 
problem, and all I ask you to take is that you 
cannot make a complete generalization on today's 
complicated refinery conditions that. API is. the 
controiiing: Tactor om values. 

MR,. FRAWLEY: And although Guanipa crude 
has 1% sulphur and Redwater has only 3% sulphur, 
that 28 aliewashedmout @nd no correction is, necessary. 

MR, COGAN: I think you have to deal with 
an Lhe sulpmuimmconpents olcalil. crude, of... oo, Tar 
ae The: sudphur content of Guanipa is concerned, 
it is not @ Serious problem from a refinery stand- 
DOlnG yaa Of cheat mas, been Cakes, into account .. 

im our evaluation. As a matter of fact, our calcula- 
tion shows Guanipa to be a little more than Redwater, 
bue L thiniget worcghiwhihbe to say chey were, the same. 

Mitte yEPRAW Bits J plu. >voO you —that. if you 
make the adjustments which are ordinarily involved 
for APL andseror sulphur, you should cake Redwater 
at 3.16 laid down in Montreal and you should take 
Venezuelan at 3.07 and plus it by 3¢ for gravity 
and’phus ie by -LO¢d for. sulphur, and, that will bring 
you a barrel price of $3.25 instead of the price 
you would put before the Commission, 


MR. COGAN: I can't quarrel with your 
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arithmetic, but I would certainly be unhappy in 
taking crude oil on that basis simply because it 
wouldn't reflect the true values. 

MR. FRAWLEY: Mr. Cogan, not only have we 
a hard time to get our Alberta crude into this one 
remaining attractive Canadian market, and not only 
have we the distance to fights we have this extra- 
ordinary situation that, although we have a 35° 
gravity crude, that-is all washed out because 
Imperial says -- 

MR. WHITE: Mr. Cogan has explained that 
to 2sn't Imperial oll. 

MR, FRAWLEY: It seems to be Imperial oil 
and Shell so far. 

MR. WHITE: 2 think his reference was to 
the trade journal information, the Oil and Gas 
Journal, February 24, 1958, which will give you a 
little background. 

MR. FRAWLEY: I will quote to you from the 


journal of March, 1958. You have seen the gravity 


Scnedule Lleures before: 

MR. COGAN: I have said earlier, and I 
repeat it, that with regard to everything else 
being equal, gravity is a Tacteor but it is not the 
controlling factor. I have no more ways of explaining 
iu, L -am airaid, Mr. Prawley. 


MR, FRAWLEY: Now, you are saying, Mr. White 


that you took a little umbrage at the expression 
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"commercial preference", and I would like to call 
your attention to page 26 of your brief, and at 
the potcom of thaG pace. maragraph 3, .you say this: 
"Because of his lower costs the foreign producer 
"senerally starts today with a relatively wider 
"“orofit margin available for competitive action. 
Mir ead ition,, hiswincentive v6 sell, nisy.owmn 
"production is greater than that of the pro 
"rated producer who must purchase a considerable 
"number of barrels from others for each addition- 
"al barrel of his own production", 
Phe toreien peocucecs—-—_ we could welt wall. him Creole 
Petroleum, and I suggest that you have pretty well 
defined Creole Petroleum and the commercial preference 
of Creole Petroleum vis-a-vis Canadian oil in that 
paragraph. 
MR WED EA ek amnsure if 28 the same. 
MR. FRAWLEY: You said on page 25 that you 
were looking forward to a reduction of about. 50,000 
barrels a day, and LT would iike to ask, vou. how far 
your study has gone in that respect and who are 
these people that you think will reduce their nomina- 


tions for Alberta crude by 50,000 barrels a day. 
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MR. WHITE: I think I explained that 
earlier, Mr. Frawley. I said we did not know who 
or what caused this reduction, but we also said 


there is 250,000 barrels, more or less, displace- 


ment back into the world supply picture, and it 
is more than likely some of that would be produced 
in Puget Sound. 

I also explained there was no further use 
in our purchasing Venezuelan Socony and we would 
lose that 11,500 barrels for sure. 

The balance of that is just a "guesstimate" 
as you can imagine, 

MR, FRAWLEY: Can you tell me, Mr. White, 
as to what amount of the 75,000 to 80,000 barrels 
a day you state as being the increase in Ontario 
under your minimum needs, what part of that would 
accrue to the Alberta producers? 

MR. WHITE: The general implication is 
that it all will. 

Well, now, wait a moment. We have 
Saskatchewan in the picture. I don't know, really, 
how to answer the question, because we do not know 
how it will shape up. 

MR. FRAWLEY: How much production is shut 
in in Saskatchewan? 


MR, WHITE: Not a large amount. The fig- 


ure I hear behind me is 15,000 barrels a day, or 


thereabouts. I do not know how accurate that is. 
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(Miami Of ohne light crude, L am not 
talking about heavy crude. 

MR, FRAWLEY: Now, you did say something 
about a displacement of 200,000 barrels a day and 
the effect it might have, and it was at that point 
you thought it might have some effect on Puget 
Sound. What do you mean when you speak about dis- 
placing 200,000 barrels a day? 

MR. WHITE: Well, it seems obvious that 
there is -- let us stick to one figure. . If 200,000 
today is being refined in Montreal and is displaced 
by Canadian crude which is refined in Montreal, then 
it has to go someplace, possibly back into the ground, 
as you suggested earlier. 

MR. FRAWLEY: iI had a picture of 200,000 
Daprelseot crude oll a day floating around in the 
Atlantic, lLookingstorea,.market.  Now,.you are not 
looking at.it.that way, are you? 

MRey WELTER? elt. iswa.sad sight, Mr... Frawley. 

Dont lect sa kid ,ourseives.. _ if 200,000 
barrels is displaced there is going to be a lot of 
competitive pressure to put it someplace, and I 
think we have said that some part of it is apt to 
wind up in markets that we cannot control. 

MR. FRAWLEY: And the competitive pressure 
is the pressure from a company like Creole, which 
leads all the rest in the production of crude in 
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MR, WHITE: Well, I would not give them 
all the marks. 
MR. FRAWLEY: Well, I would give them al- 


most all the marks for getting oil out of the ground. 


MR. WHITH: Middle East.is chasing Creole 
around the block, 

MR, FRAWLEY: Well, we are just trying to 
look at one thing at a time. ‘The pressure would 
perhaps come from Creole not wanting to leave this 
eoneession oil in ground? 

Mio WeLvee ss Li ovou add about SO other 
names to that, you would have the list complete. 

MR, FRAWLEY: But this is different, kéep- 
ing Crecle in the eround, for a properly regulated 
produces? 

Ma. WHives 1G as noc economic, It is not 
the same thing. 

MR. FRAWLEY: Those are all my questions, 
Me, Chairman. 

THE CHAIRMAN: Thank you, Mr. Frawley. 

Does concession oil not migrate, Mr. White? 

MA, WHITES” Vitets. a migravory mineral, sir. 

THE CHAIRMAN: Mr. White, £ am not. quite 
clear in my mind with respect to the meaning and 
effect of Imperial's undertaking with Interprovincial 


with respect to Canadian crude to Sarnia. Mr.Hamilton 


this morning, in my recollection, mentioned so many 


barrel miles per year. I would like to find out what 


aS 


seb 
aase oe 


4 


nt 


ry 


oo & SOeNOaMRP*. , 


OATES corer 


” Zion P d 
‘ a i } Ae, 
a * 
a 3 au 
eae: a c ‘ 
Po ak 
* isk 
i aan s fs 
eee 
} 
aa te Fe tes Pe ¢ 
} bs tine ri r 
= i, “> 
wr 
y i 
' 7 
te: 
* i ‘ ‘ 
ie + e's 
Cirvhs oa 
ei 
& _- y 
ie . a s 
<a ves : 
; AGS 
Par > 
' 
ee Ga 
an <r 
‘ 
4 5 
weg i 7 
i ATE 
. ya 
My - 
9 | v% 4 
- ime 
fi ee ie 
74% 
a “i me 
& oe ‘ 
7 ap «74 12 


Where 


ay rye 


y 
4 
. 


ANGUS, STONEHOUSE & CO. LTD. UO 62 
TORONTO, ONTARIO 


your maximum guarantee, so to speak, under that 
agreement is, in terms of barrels per day. 

MR. WHITE: Mr. Chairman, we can get you 
the exact details on that first guarantee. There 
is a second, less stringent guarantee, which I will 
touch on in @ minute, but, as I recall at the time 
that Interprovincial was being launched, so to 
speak, we figured on 55,000 barrels running at Sarnia, 
plus certain estimated takings at Regina and Winnipeg 
and, with those as our best estimate of what we could 
do, we added up the miles and multiplied by the 
barrels and it came out to*55,000,000, or whatever 
it is, in that guarantee. 

The second guarantee came about when Inter- 
provincial had to borrow further funds to extend 
their system and we were able, at that time, to elim- 
inate any sort of cash equivalent, but undertook the 
obligation to transmit oil through the Interprovincial 
system as long as we were taking oil to Sarnia or 
as long as the bonds lasted, whichever was longer. 

THE CHAIRMAN: Do I understand that you 
would take the position that Imperial is obligated 
to Interprovincial to ship all of its Canadian crude 
over the Interprovincial line? 

MR. WHITH: ALL that is going to Sarnia. 

THE CHAIRMAN: Yes, all that is going to 
parnia; so, assuming that your refining capacity at 


Sarnia is 85,000 barrels per day, I think it is -- 
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MR, WHITE: At the moment. 

THE CHAIRMAN: -- at the moment, and your 
refining capacity at Montreal is what? 

MR, WHITE: (70,000 barrels per day. 

THE CHAIRMAN: So, presumably, there would 
be, other things being equal, no reason why a new 
pipeline, if there were one, that did not go over 
the Interprovincial system or was part of it, would 
nothbestrec.to ships the’ 70,000 barrelsreper,day’ of 
Canadian crude over that new pipeline. 

Am -E.correctuin Ghat sassum tion? 

MAS WEEE: ealethink you darevcorrect)“noro- 
vided the side effects in so doing would not tend 
to set back the Sarnia capacity and get us to the 
danger point under our first guarantee. There is 
no.prohibitien, 1 that is what you mean: 

THE CHAIRMAN: That is what I mean, 

MAS WEEE hpi. 

THE *CHATRMAN: ssCould L come, forea minute, 
to this Portland-Montreal pipeline: have you the 
information there as to whether or not the Portland 
American side of the pipeline and the Canadian side, 
or either, received special depreciation, the one 
from the United States Government and the other from 
the Canadian Government, when the line was built in 
1941? 

MR, WHITE: I think they did. The best 


information we have is contained in the ballot sheet 
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and all we can give you is depreciated plant. 

THE CHAIRMAN: Can you give me the unde- 
preciated capital in this line at the present time? 

MR. WHITE: We will divide it into two 
Beetions, “1 iam‘atratd Ihave’ ‘to-do that, because 
that is the way I have got it. 

Fixed capital assets at Portland -- and 
this, I presume, would be the position last year, 
abcnough T4wil) check <1t =-—"1t is December, 1957: 
$29,946,721; depreciation reserves, $7,810,311; 
remaining worth, if you wish, $18,136,410. 

Similar figures for the Montreal Pipeline 
part: fixed capital assets, $11,405,654; deprecia- 
Pony S457 os407 mm Leaving $7,030, 177% 

If you add the two remaining book values 
together, you find that we have $25,166,587. left 
in the line, which -- well.... 

THE CHAIRMAN: Is that because, when you 
more than doubled the capacity of that line, you did 
not get any right to charge special depreciation? 

MR. WHITH: That is a point I cannot answer, 
These are the book depreciation figures and also, of 
course, the capital costs have increased periodically 
during the life of the system; capital investment. 

THE CHAIRMAN: When was the line enlarged? 
I forget. It was given in testimony. 

MR. WHITE: It has been done continuously - 


just a moment: the major enlargement, which means 
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an 18 inch line, was built in 1950. There had been 
other power additions and so on, as well. 

THE CHAIRMAN: Probably it. is) correct..in 
assuming there is no special depreciation being 
charged on that, but merely depreciation at a nor- 
mal rate? 

MR.« WHITH: » itewould look that. way.,. but 
we have no information, I am sorry. 

THE CHAIRMAN: Now, at the expense of 
being a little redundant in places, I would like to 
get some figures on the record and I would ask you 
to give us these figures or check them for us as we 
go along. Would you do that? I am seeking to break 
down what you called yesterday the demand for Canadian 
erude in the year 1957. Now, my figures show that, 
in the Prairie Provinces, the demand totalled 145,000 
barrels per day. 

MR, WHITE: That figure is 149,000. 

THE CHAERMAN. .LH9,000.4 This is only of 
Canadian crude? 

MR. WHITE: Canadian crude. 

THE. CHAIRMAN: «In, Ontario,..I. have, 137,100 
barrels a day. 

MR, WHITE: We have 135,000, 

THE CHAIRMAN: I got these figures yesterday, 
in sestimony, «Well, whathas alls right.,..In addition, 
in Ontario, there was, foreign crude of 21,700 barrels 


per day. 
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MR WHEBE: ~ Loamesorry eto tbe sov=- 

THE CHAIRMAN: I am afraid this may take 
2:luccle eime, ibubebihave <a purpose. 

MR. WHITE: Mr. Chairman, it is perfectly 
obvious you have been reading our brief, because 
Bie 3/7 .h apnearswan -that. year land also cthe: 21.7. 
This data book is not quite -- 

THE CHAIRMAN: Well, I thought it was from 
the testimony, but I broke these numbers down. 

ME Whi Tea Your, fivurcs tare uni env, 

THE CHAIRMAN: Then, in Central United Statas, 
there is export in 1957 of 56,600 barrels per day 
of crude, 

Mik vy res Pethace i eer ehibs 

THE CHAIRMAN: I would assume that was 
the Woodley Canadian export to St. Paul. 

MR WHETES) Lnepart; plus the exports of 
two refineries just at the Duluth area, at Wrenshall 
and, I guess, Superior, 4.5 in Michigan and 14.9 in 
the two plants I have mentioned. 

THE CHAIRMAN: Just while we are on that, 
for the moment, have you any reason to feel that 
that export market for Canadian crude, which I think 
comes generally from the southeastern part of 
Saskatchewan, is in danger? I should be fair with 
you and tell you that Mr. Sandlin expressed consider- 
able doubt as to his ability to convince Washington 


that that import should be permitted to continue. 
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MR. WHITE: I think there is a question 
there. I don't know the details of the quota allio- 
Cailians, Dt Tels mertainily Less tthankiubl) re- 
Ronnie ieagacizy. Me. Gandlin's situation 1s rather 
unfortunate, because he does not have a real alter- 
native source of supply. Whether he can shop 
around -- I really don't know how these rights to 
import are handled, but it has been rumoured they 
can be traded, and it might be possible for him 
tou .anport avs al b rquantieysi but. «certainly, sthat 
Pelineryus an isome difficulty. I think that is 
ped aa 

THE CHAIRMAN: Well, then, to continue; 

I take it the figure for the west coast of Canada, 
for the demand for Canadian crude in 1957, was 
155,200 barrels per day, of which 74,200 went to 
Puget Sound and 19,600 was an offshore movement 
by tanker? 

MS, Welte:  Whateiserignit. 

THE CHAIRMAN: Can you give me the total 
of those figures for Canadian crude? 

MR, WHITE: You mean add them up? 

THE CHAIRMAN: Yes. 

MAY WHITEA That e403. 8. .d smith, 4202 

THE CHAIRMAN: I have 493,900 barrels per 
day. 

MR. WHITE: 499.623. 


THE CHAIRMAN: The Prairies was 149 and 
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not 145, was it? My total comes to 493,900. 

MR, WHITE: We have a figure of 5,000 
barrels for pipeline fuel. That is probably the 
ditterence, 

THE CHAIRMAN: Well, call it roughly 
500,000 barrels of Canadian crude. 

MR. WHITES  Thac checks. 

THE CHAIRMAN: Could you give me the num- 
ber of barrels per day of crude, which I assume is 
entirely foreign crude, brought into the Montreal 
market in 1957? 

MR, WHITE: 243,000 barrels per day. 

THE CHAIRMAN: That is by the industry? 

Ma Wits OD eyes, this is industry. 

THE CHAIRMAN: 243,000? 

MR. WHITE: Yes. 

THE CHAIRMAN: And, in the Maritime Pro- 
vinees and Newfoundland? 

MR. WHITE: No crude, of course, goes to 
Newfoundland. The Maritime Provinces imported 
41,000 barrels per day. 

THE CHAIRMAN: 41,000? 

MR. WHITE: 41,000. 

THE CHAIRMAN: Is there any other impor- 
tation of foreign crude into Canada at any other 
DO Lies et LO (7 

MR. WHITE: We have lists of 22,000 barrels 


imported to Ontario, 
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THEUCHAIBMANS( « 21 #f00 ,siekt not? 

MR, WHITH: Well, yes. if think that is 
all the crude imports. 

THE CHAIRMAN: That makes a total of 
306,000 barrels per day of foreign crude imported 
into Canada? 

MR, Woes Tnapais correct, 

THE. CHATRMAN: Can you give me the dollar 


value of ‘that foreign crude? 


MR, WHITE: We can, in just a minute. We 


Gid 1% On another abacus. 
THE CHAIRMAN: While we are doing that, 
eould you go to the products? 
MR, 


WHITE: Certainly. 


THE CHAIRMAN: I take it we exported no 


manufactured products from Canada? 


MAe«WHETES! Veryalittle, it is: something 
of the order of 8,000 barrels a day last year. That 
is) to no parvictlaremarket. 0 Lothinkjsngenerally 


speaking,’ 1t was business for the U.S. Armed Services. 


THE CHAIRMAN: Let us take the imports of 


manufactured products in 1957. 


MASI WHITE! Theerotval, 95,000 barrels 4 


day. 


THE CHAIRMAN: Am I correct in saying that 


is*made up from Maritimes, 22,000 barrels? 


MR, WHITE: Well, we have a figure of 


20,000 heres. Ivgon't know gust) what whe) difference, is. 


GhesiNewroundland is-another 6,000, That is 26,000. 
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THE CHAIRMAN: And Quebee is 28,000 
Bec e lars 

MR. WHITE: L vata Thav is comrect. I 
am sorry, did you say Quebec? 

THE CHAIRMAN: Yes, I have here 238,000 
barrels, and Ontario 23,000 -barrels; 

MR. WHITE; Right. 

THE CHAIRMAN: And thie’ Prairie oprovinces 
4,000 barrels. 

MR. WHITE: Yes; 

THE CHAIRMAN: And British Columbia 14,000 
Darrel.’ 

MR. WHITE: COrrec sy 

THE CHAIRMAN: Can you tell me what the 
total dollar value of those imports would be -- 
the dollar cost -- put it that way? 

MR. WHITE: That will come back with the 
other information, 

The answer to your question as to imported 
crude is 306,000 barrels per day; guessing the 
quality, $335 million annually. 

THE CHAIRMAN: But roughly $335 million? 

MR. WHITE: Yes. 

THE CHATRMAN: Coudad you" eive nea 
figure which would enable me to calculate the 
return in chat dollar cost tor each 5,000 ‘barrels 
USP Gay, a2 UN of vhauiKind: 


MR. WHITE: Certainly we will get it for 
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you. With $30,000 for 10,000 barrels, roughly $3 
a) pacrel . 

THE CHAIRMAN: ‘Thank you. Would you 
anticipate, Mr. White, any substantial variation in 
those volumetric figures, dollar figures, for 1958? 

Me. WHET: That is a hard question. 1958 
Will not be Se @ood a year as 1957. Diet or Too. cal 
to suppose that imports will come down somewhat. 
so it will be of the same order; that is my guess. 

THE CHAIRMAN: In your brief you give us 
bie tievres Tor productbility of Canadian. crude 
for 1958 which you set at 935,000, estimated at 
935,000 barrels per day; 1960, 1,050,000 barrels; 
HO63, A range of 1,350,000 to 1,500,000 barreis 
per day. Could you give me the ee eee or the 
acital production, Of Canadian crude to prodyucibDility 
for 1957? 

May. WHITE: LO5/, Yeading off the curve, 
be ver cent. 

THE CHAIRMAN: be per cent? 

MR. WHITE: Le 1S able cur ve:, Just a 
minute. Everybody agrees -- 52 per cent. 

THE CHALRMAN: If you assume for a moment -- 

MR. WHITE: Can I amend that statement 
FOr AO5 7? Itt ea55 per Gane. 

THE CHATRMAN: And assuming the same, or 
roughly the same production of Canadian crude in 


1958, could you give me a quick calculation of 
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the percentage of production to producipility, 
using your figure of 935,000 barrels “a day as~a 
ladder? 

MR. WHITE: If you keep the same produci- 
bility you will not greatly change that percentage 
-- 53 per cent. 

THE CHAIRMAN: Can you give as the per- 
centage of production to producibility in the United 
otvaves of America in 1957? 

MR. WHITE: We will have to look that up 
and give you a note on that. I don't think we have 
MO tteve) wh am Sorry . 

THE CHAIRMAN: And by the same token, I 
Suppose you cannot give us the figure, the same 
iieure tor the Thdale Bast or ror Venezuela? 

MR. WHITE: That will have to be secured 
Por your hs a Mavver of information, ~f-do 
think the United States percentage of production 
to producibility is somewhat higher than this figure 
given, but that is only on a rough check. 

THE CHATRMAN: Would you be good enough to 
get that information for the Commission,’ please? 
That is respecting the United States, the Middle 
Bast and. Venezuela. 

MR. WHITE: Very good, 

THE CHAIRMAN: Now, then, I was going to 
ask you to do a calculation on your assumption of 


the 200,000 barrels of Canadian crude going into 
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the Montreal market, but that is a very simple cal- 
culation on the basis of the figures you have -just 
given me. 

Can you, Mr. White, give us the figures for 
world consumption -- well, world demand, I suppose -- 
For Grude road. in 957 ? 

MR. WHITE: The total world demand in- 
cludes some Russian demand, estimated, but it is 
138 million barrels per day -- 18,207,000. 

THE CHAIRMAN: What would be the free world 
demand? 

MR. WHITE: Break it down anyway you like 
here, Well, 11,000,000 barrels, Western Hemis- 
phere, 5,000,000 barrels Eastern Hemisphere, 
2,000,000 barrels Russia and satellite countries. 
That is roughly the breakdown. 

THE CHATRMAN: What would the world pro- 
duction by areas be? 

MR. WHITE: Production by areas: Western 
Hemisphere -- do you want it in any detail? LG 
is about 12,000,000 barrels per day; Middle Hast, 
3,464,000; the balance of Africa, Europe, Asia 
Le roughly OOPOOGs sbelnesa total wok 11553007000 
barrels, RUS Sia '2332;200 ,000«barrels, aitotal 
Of, 17,500; 0006barrels dailyi Thiselsecrudevonby, 
ofcourse: 

THE CHAIRMAN: Would 2b ebespossibte for 


you tosgive us the figures respecting the volumetric 
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amount of crude, foreign crude, imported into the 
United States of America (a) from Venezuela -- 

IL am trying’ to take asyear; 1957; L hope that In 
your judgment that would bea.fair year to take, 
would it not? 

MR, WHITE: Gh niemso. IT think .1957, 
oral Be out. 

THE CHAIRMAN: The volumetric amount of 
erude imported into, the United States of America 
(a) from Venezuela in 1957; (b) from the Middle 
East; (c) from Canada, but we know that pretty 
well; and (d) from elsewhere. 

My. WHITE: We actually have that infor- 


mation here but 1% will have to be added’ up. 


THE CHAIRMAN: Cany you give Lt to us tn 
totals? 

MR. WHITE: ese 

THE CHAIRMAN: Well, at the same time 
perhaps you would give us that, because those 


figures would enable you to give it, the percentage 
of imported crude into the United States to the 
total United States production, 

MR. WHITE: Yes, that will follow readily. 

THE CHAIRMAN: Would you tell us, please 
-- I think you have -- your refining capacity in 
Montreal? se teeny, OOD? 

MR. WHITE: Seventy thousand barrels 
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THE CHAIRMAN: Can you tell us what that 
was ten years ago? 

MR, WHITE: Our guess was 45,000 barrels 
in 1948, 

THE CHAIRMAN: And the total refining 
capacity in Montreal today is what? 

MR. WHITE: De 26 275,000 bdarreis "a day. 
As a matter of fact, we have dug out some seven 
years, 1956 to 19'62, some historic, some projected, 
if they would be of any interest to the Commission, 

THE CHATRMAN:|: Yes, certainly,. but could I 
get this on the record first? 

MR. WHITE: Yes. 

THE CHATRMAN: I want to know the percentage 
growth in the refining capacity in Montreal over the 
past ten years for the industry. 

MR, WHITE: That could readily be developed, 
bun © don't? thinks weecanjgdo, 20) right. here and now, 
We will do so, however. 

THE CHAIRMAN: Now, can you give me your 
projection? 

MR. WHITE: The projection, is, a little 
more than that. It deals with the expansion and 
installation, and unless something happens to upset 
this, it is an announced programme. The Ontario 
refineries in the years 1956, 1957, 1958, 1959, 
1960, 1961, 1962; in 1956 the capacity was 159,000 


barrels a day; 1957, 215,000 barrels a day; 1958, 
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215,000 pderrels 2. day+1950.<255, 000 barrels a day; 
1960, 268,000 barrels a day; 1961, 288,000 barrels 
a day; 1962, 288,000 barrels a day. 

In Quebec, the same years: 1956, 247,000; 
1O51 = 203.000 G50, 278,000; 1959, 273,000; 1960, 
298,000, and that carries on through the next two 
years. 

The percentage growthsin this forecasts are 
Sl per cent Ontario, 21 per scent Quebec, incour 
refining capacity. 

THE CHAIRMAN: Over the last --- 

MR. WHITE: No, beginning 1956, projecting 
through 1962. 

THE CHAIRMAN: Then at this, point could 
you tell us what your projected volumetric growth 
would be over the last five years, say, carrying 
1% into 1962, of yoursimporntations of crude, to 
service the so-called Montreal market? kugother 
words, what increase would you anticipate during 
that five-year period? 

MR. WHITE: I would say over the five- 
year period in which you are interested importa- 
tions would rise from 250,000 to roughly 295,000- 
300,000 barrels, about 20 per cent. 

THE CHAIRMAN: You figure that by 1962 
they would have risen to approximately 300,000 
barrels a day? 


MR. WHITE: Yes, if the refining capacity 
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projected is -- well, there isn't much growth in 
there. If it is backed down by Canadian oil 
that will not materialize. 

THE CHAIRMAN: But the market is growing? 

MR, WHITE: Oh, yes. 

THE CHAIRMAN: And what would be the 
figure with respect to the Maritime Provinces? 

That is the figure of 41,000 barrels for 1957. 
What would you anticipate it would be by 1962? 

MR, WHITE: Para ee hie gt OO That is a 
growth of almost 100 per cent. 

THE CHATRMAN: Is there any special 
reason for that? 

MR. WHITE: I don't know whether it is 
increase in industrial activity. There is projec- 
cCLOn 1Or Saint: John, 

THE CHAIRMAN: This all means that some 
of those products would be finding their way to 
the Montreal market? 


MR. WHITE: I am quite sure they would. 


---Short recess. 
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THE CHAIRMAN: Gentlemen, we will now 
resume the hearing. 

Mr. White, I believe there was a qualifica- 
ion that you or Mr. Twaits wished to make in that 
he wrong inference might be drawn from the facts 
Wise) Lselucidated, on wie foreign crude. the 
excnence Value. Witte particular reference to the 
Maritimes, because of the fact that that new 
refining capacity would displace the importation 
Gre Products Now belne Drovent into that area. is 
that righ? 

MR, WHITE: Yes. 

THE CHATRMAN: Can you give us the adjust- 
Pie TTL eures and explain tau? 

ME, IWAITS: Mr, Chairman, 1 wonder if it 
would be of more help to the Commission if we 
endeavoured to draw up a table, showing the figures 
as we estimate them for 1962 versus 1957 of crude 
IMDOrTS and oroduc> imports by the andustry anto 
various areas of Canada and tnen we will have to 
Duy wnat On several citferent pases and put che 
appropriate values as we see them on the foreign 
exchange value. Would that be of assistance? 

THE CHAIRMAN: Definitely. Just an arith- 
metical calculation from the facts you have been 
Siving us, .t think, might mislead the Commission. 

Se A ote ea Ss PIE SP think 


we can put that together within the next 24 hours, 
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I hope; within another 24 hours. 

THE CHAIRMAN: Thank you. 

MR. WHITE: Mr, Chairman, there is one 
other piece of information which might be of some 
interest to you. You were inquiring as to the 
foreign exchange value of the crude importation 
based on 1957 and we have now made a calculation of 
what might be called the intermediate case and the 
mins Mon urea icase, aor comparison,p af thats si of 
interest to you, 

THE CHAIRMAN: Yes. 

MR. WHITE: The intermediate case, first, 
starting with the 1959 (and this is comparison with 
the minimum case; in other words, it is, really, 
in comparison with circumstances not unlike LOST): 

In 1959, the savings would be $112,430,000 
annually. Ini GOO eres: 050.0005 «am 2961, 4124.550,000: 
in 1962, $158,570,000. 

In tne Montreal case,we are assuming the 
full year 1961, when such line would be in operation, 
and the savings would be $243,650,000 in 1961 and, in 
1962, $254,450,000, 

There wisi ditrerence <n the twowcases, 
that is, the intermediate and Montreal, each year, 
of the order of $100 million. The Montreal case would 
be $100 million more for foreign exchange annually than 
the intermediate case. I think they will reduce, because 


the rate of growth in Ontario will be, perhaps, a little 
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Crean 


larger than it will be inthe Montreal area. 

THE CHAIRMAN: Let us make sure we know 
the basis of your calculation. When you speak about 
the intermediate case, you are speaking of 75,000 
to 80,000 barrels a day additional Canadian crude 
Boanountomhe Toronto area: 

Mie Nie iat is correct. 

THE CHAIRMAN: And, speaking of the Montreal 
market, so-called, as a 200,000 barrel proposition? 

Mn, WhiibeinesvMontredl ‘case is as set 
forth an the: preven 

THE CHATRMAN: Thank you very much. Now, 
ivhave forgotten: did Task you to give us tie 
POULaLVOGLiar “wosuiter, wie wiported: products an 1957? 

MR. WHITES I think you asked that and that 
wae haver to ne calculated; 

THE CHAIRMAN: That is something to which 
we have not got an answer? 

MAS WHITES Thao! Ss rien o£ think you. 
asked, as well, for the crude imports into US in 
Loy Oyo country ofveri cin, 

THE CHAIRMAN: Yes. 

MRS WHITE: Canada, 155.5 thousand barrels 
a day; Venezuela, 525 thousand barrels a day; 
Middle East, 235 thousand barrels a day. The other -- 
well, that is 102 thousand barrels a day. 

The total imports should add up to 1,017 


thousand barrels a day. The US domestic production, 
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13395 thousand barrels a day. 

Total imports, then, bear a relationship 
oF{83 . 7% of fe production. 

THE CHAIRMAN: ‘Thank you. I think you gave 
ue the refining capacity in’ the Torento-carmia’ area. 
Did you five us the percentage growth in that area 
ithe pasv ten years? 

MR. WHITE: We gave you the percentage growth 
only in the projected years 1957 to 1962, and we 
ere 2ere. ne thoes husvori cal Cifure Tor Vyou, 

THE CHAIRMAN: Have you made any calculation 
as to what the additional royalties and bonus payments 
and revenues of that nature would be to the provinces 
in Canada (I assume just Saskatchewan and Alberta 
would be involved) in the event of 200 thousand 
Derreis= per cay of Canadian “rude displacing foreten 
crude in Montreal? 

MR. WHITE: That would be a very complicated 
Calculation. You might make a stab at the royalty 
payments, assuming some division of freehold in 
ground acreage. I don't know how you would calculate 
the bonus payments. Possibly the Conservation -- 

GIN TEO y 

MR, FRAWLEY: Don't look at me, 

THE CHAIRMAN: Mr, Frawley, I wonder if 
you could have such an estimate made for us? 

MR. FRAWLEY: Mr, Somerville, the Deputy 


Minister of Mines, that is his department. I wilt 
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ask him to do that. 

THE CHAIRMAN: Will you undertake to do 
that for the Commission? 

MR. FRAWLEY: Yes ,.8in, 

THE CHATRMAN: And I would assume, Mr. 
White, that you would not differ with the view that 
in the event that such a project.snould come into 
being and Canadian crude moved to the Montreal 
market in the volumes that have been discussed, 
that this would result in very substantial increased 
earnings to western producers? 

MR, WHITE: Not quite as broadly as you 
have stated, Mr. Chairman. It would result in 
substantial increased earnings to some, some increased 
Parnings to wthensrend . essuming mo. change an the 
erude price, no increased earnings to the greatest 
number of the producers here. I think we have some 
LesLimony or some mention in the brief to that. effect. 

THE CHAIRMAN: Yes, I think your brief said 

hat redatively few of the, total number of producers 

would share to any substantial degree in the increased 
production; dbut,uwsurely, that would..result, invany 
event..to those producers so. sharing, in a substantial 
Profit, putea shateway? 

Mig WHITE? eA0h (MOStecermtainily: 

THE CHAIRMAN: Taxable profit? 

MR. WHITE: A good adjective. 


THE CHAIRMAN: So that corporation taxes 
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and income taxes in Canada might well be swollen 
CcOnslderably by such a ‘course Of action? 

MR, WHITE: I assume we agree there has 
Loe be no *chenge In ‘erudce: price. “In that’ case,! 1 
am in complete accord with you. 

THE CHATRMAN: Well. we will have to 
take that as an assumption. If there is any cnange, 
Lip wisiemean that much Less profi v. 

MAS Witter On yec,-and that tee very 
good thing. 

THE CHATRMAN: Furthermore, it would 
result in substantially more of what you call 
eanbiine dollars. Would Lt nov; Tor further 
exploration? 

MR, WHITE: We don't know that, of course, 
You raise your ceiling 200 thousand barrels -- 
what I am trying ito say 1s that the industry has 
developed very rapidly and you add 200 thousand 
barrels at the top of the market, which will develop 
rapLtoaly, and ther we wili“hit that ceiling, and 1 
don't know what will happen. 

THE CHATRMAN: Then you are up to 70% of 
the DPrOjeectron or producibalivy. 

MR WHE Tee Well, “Le you “nave the “Lid” on 
your market, that 70% will go down again. 

THE CHALRMAN: But with the general 
theory you have no reason to quarrel? 


MR. WHITE: Oh, no, none whatsoever. 
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THE CHAIRMAN: Can you tell me where the 
Sales tax applies, om petroleum crude o117 

MR, WHITE: It applies at the manufacturing 
level. The refineries will calculate and, I suppose, 
pay at point of sale -- gasoline, 

THE CHAIRMAN: Am I correct in taking what 
Pvc leou Lromyour brief, that- the sales tax 
on imported crude, manufactured imported crude, 
at whatever level you take it, is less than the 
sales tax on Canadian crude? 

Mh. Wiltes Unere 1s no sales tax on eltaer 
evude. 

THE CHATRMAN: It is on the product? 

Maw White: ~it would Tali on the product. 

THE CHAIRMAN: And there is no difference 
a8 to the source? 

MR. WHITE: There is a differential in 
pales tax calculation, Mr. Cogan nas the full 
Getails of those five or seven points which we 
indicated as being, perhaps, the reason for duty. 
That 18 one of them, if you would like to talk 
about that point later. 

MR. COGAN: The sales tax is simply a 
sales tax on imported products, slightly less than 
the equivalent sales tax on products manufactured 
im the prerinery Am this country. The tax is applied 
On ihe tf .o.b. preLce Ol one products and, therefore. 


does not include the transportation component. 


o@erks it! reor 


ears s i my : itp i ple ~ im . 


es eee tw 


sae 
t x ‘ Bigs . 
. ay i ] R* s Tet 
. mi evap Loa a mow ~ tt ye 
ot i er ws oe » 
r bye ' a re , oe rice - 5 ¥ S 
: » ‘ ¢ fs » oJ od ae ae Dh, 
ri, } one ha we ihe sth e : “<< zs : esr! 
a ae { e + eae Be i i ae. = a ree alte 
, ieee ms ‘ ¥ , oe: pa 
we . i ' j 3 mt 
4 at ae 4 Be u ; a, 
4 i be oe 
». G ea | me ™ »' 
. . . mt - Dow an 
Dw - s i ’ “ - a fe ae 5 oy peli Sans 
q 7 ri y i ie uses eee haat 
; . as ve 2 Z eh ve 
a : F + 
“hos ees > * ~ a ‘ ions aq ved 
F “4 ‘ ope my wis eae ae 
= P 
ee * a ft E es wend “ ls ¥ site rae 
yeas > oak P uk ont Ra i . Sab i a 
— ™ Foy ryan ) . " ma . - 
i A sis SEM u. ons: a hate 
" $ 4 ¥ , . Ud y r~! - - u 
! - or he mr so . apie 
iat pass, 
Pepe 7 pas 
‘ en r oe ae es so . — 
* af ‘ f 
A ae ; t CRETE eR, a See 
oe wae re ry ra 4 st ae 
Dies a ; . r ; 
rae? age . ¥ 3 é oe -3 at tel pes 
ine i 5 . aur 
a rs 5 ae : ; 
EES a ig K dag eg ps 4 : ! FE « 
sp yee . + ane 
P not we 4 okt 
z i 4 : : th ieee as on 
, 5 a . = 4 ¢ 
. 4 . a? tan os 7 tod ie » hal ou — < 
pte ot Pee . an : int ae % a $ 9 
; pas ; 2 i . i a 
Deere ie me ow " 3 ’ ” the te he tee 
a ao -~ + * A Ais ‘y v * FS " 
Fi i iP ray ‘ . : e z . ah oe 
ny. “ er oie & ee ee v4 
’ as : Hei E dos | idee, ee 
- - ‘ ry arte. W ie wate J f ra “ Pe ae att 
a ie 
wi # ‘ Se -% is ft . ¢ Ps oe F 
Be Pi ee ee mn “a wes 1 
an, 4 sm ra 
Oicy Fea OF Pie 
‘ A ; o£ 
ie i f - ba 1h Be dw 
dq te r. 2 lh ‘ox a’ 7, Ais ee te | 
ts 4 3 ree PE sas oe RUA te 
x . . ; Bf? why . _7 = Sow oe ea ~ ci peo — " 
; hh ; : Te) ewe a, BT Sry UGS Ges “or 
myths Aah ee ee 2 eat PANS we ine ae Fo ie 
) 
é . . LD rf ' . . . - f e 
2 3 eae 4 ; aa ts D <2 t fre f 
be . w Lt . as “ a 7 © ie > 
a P ccoese |) be 2 oe. Eee plait es oy Set, Care Cee ine, oot (pk 
avy Aer = a tix re  ¢ Mas Wwe lt e . de ae ee barbs 


oy 


1985 


ANGUS, STONEHOUSE & CO. LTD. 
TORONTO, ONTARIO 


THE CHAIRMAN: Would that be a sub- 
stantial amount on 200,000 barrels a day? 


MR. COGAN: Assuming you are able to 


maintain the refinery operation, it will be -- 


THE CHAIRMAN: I cannot hear you, 

MR, COGAN: I would say it would have 
no effect. I am assuming a constant refinery 
operation, whether you are talking of Canadian 
erude or imported. To the extent that your opera- 
Dion wane es, yOuLmLoun Nave a Licule dittsrences; 
but, Fundamentally, and certainly in the range 
CLs eyoes Of dollars you have been speaking of, 
10m wax PUrOOSes, Le is smail, 

THE CHATRMAN: There would not be a 
lot in it, from the point of view of revenue 
CO Gne country? 

MR. COGAN: Oh, no. 

THE CHATRMAN: Now, Mr. White, in your 
view and in that of your colleagues, does the 
United States of America exercise any real 
control over the oil industry in the United States? 

MR. WHITE: Does the United States 
exercise control over the US industry? 

THE CHAIRMAN: Yes. 

MR. WHITE: Oh, I havenomeans of 
answering that question. You are getting into 
things -- I don't know how to answer that question. 


THE CHAIRMAN: Would you say that that 
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eniraieie 


Control, Whaveverlitemay te, Ls more cThana1s 
exercised in Canada? 

Mn, WELDS POROue or Celine terthatg there is 
COnSICerabily more COoMtroL, parti culariyait you are 
WeITITne to ada tunes FPerand the gas andustry sections 
1ReOe umes) | ant eae never ies ricid. 1 would. say 
there is more control in the United States, 
governmentally speaking. 

THE CHALRVAN®! But!) thesol bt industry, prosper 
in the United States? 

MR, WHITE: It depends om who you are listen- 
ineyco, bul the answersis: "yes", 

THE CHATRMAN: And they have quotas? 

Mn, Willie They have quovas. 

THe CHeLaMaANy 5O, really, rom the point 
Of View OF the prosperity Of the industry, that is 
HOG TOO Serlous a prospect to think of in terms of 
1MPOSLeLOn Of a 1Guova, 25 it? 

MR. WHITE: Someone told me just recently 
Tigutie Tanal chapter or that Story 1s yet to be 
wrLucem, Me, Chairmen> On Tom or that, i think the 
ficures given a minute ago of 13% imports to domestic 
production -- here we are looking at a much larger 
percentage, 

THE CHALRMANS That Le right. 

ME. WHITE: But the quote has just been 
applied and you have yet to see some side and follow- 


ing reactions which may be rather detrimental, 
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THE CHAIRMAN: In your view,from the 
POOL Wlewwor Re vineustry, is there any serious 
danger that the so-called Independents in the 
iMmaustny sim Canada would be able to remain “in 
business, unless a far larger percentage of 
production is allowed or obtained? 

MR. WHITE: No. We feel that there 
exisus , ai the nands of industry mow, the 
ability to maintain something of the order of 
60% of the of1. - we have given the range as 50 to 
70, but let us say 60% of oi11 production producibili- 
Tuewod cists Ohiecorscaliyy about as high as it 
has been, when the industry was functioning, which 
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THE CHAIRMAN: Yes, but you. are very 
careful, Mr. White, to use the term "where we 
have been heretofore in Canada", and that is why 
Tt asked you for information as to the other per- 
centages in other countries. I was wondering 
whether we are low. 

MR. WHITE: We may be low, but I think 
there is evidence, all through the piece, that we 
ere eculii driving flene down the road in quite a 
handsome fashion. 

Mr, Frawley might like to tell us about 
the results of Crown sales, because there seems 
to be no shortage of money for Crown sales, and 
elso in wne Western Canadian basin. I think 
there is fifty million more acres in leases or 
some other form of land holdings than there was 
a year ago. The evidence is not there that we 
are in deep trouble yet. Of course, it could be 
answered that we see deep trouble down the road 
@ iittle; but I don't know just where we go from 
Tete. 

THE CHAIRMAN: In other words, there is 
a certain amount of uncertainty about the future? 

MR. WHITE: Oh, well, there certainly 
LS. 

THE CHAIRMAN: Do you not think that un- 
certainty also applies to the future course of 
legislation or import quotas or other government 


acts of that kind in the United States, which is 
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Our Drimary.sSource.of export? 

ME. WHITE: There is no question that 
uncertainty exists there. No one can forecast 
that. 

THE CHAIRMAN: Are you waiting for me? 

MR. WHITE: Ltn. perhaps. . should, 
at that point. 

THE CHAIRMAN: I beg your pardon? 

MR. WHITE: My associate was suggesting 
that the whole system of controls is very diffi- 
cult to ‘handle. onwa voluntary basis. Voluntary 
control is a temporary arrangement and no one 
seems to want a mandatory control, and no one 
knows what is going to emerge. 

LL think suhatois about ail IT have to say 
onathe subject of control. 

THE CHAIRMAN: If the Montreal market 
were added in an amount of, let us say, 200,000 
barrels per day, and the maximum export as 
anticipated and forecast by you was 50,000 barrels 
a day, which you feel we would lose on export by 
shipping Canadian crude to Montreal, would that 
total Canadian production in any way put Canada's 
oil Re Sera ie in jeopardy? 

MR. WHITE: As regards the number of 
years! supply? 

THE CHAIRMAN: Yes. 


MRS «WELT: © gon't think so. 
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THE CHAIRMAN: so there 1s no problem on 
that score? 

MR. WHITE: LG -Le nov a mMusstion of 
shortage of reserves. 

THE CHAIRMAN: ine fact is that at the 
present time, however, any oil company, no matter 
from what part of the world it might come, is free 
to enter in and build a refinery in the Montreal 
area and import foréilen crude. 

Tet Loe Correct, 9S stu. 

MR. WHITE: Theat is correct. About the 
only Giineg they can't do is builid a pipe line. 

THE CHAIRMAN: So that if Canadian 
crude were to be taken to Montreal, even if it 
were on an economic basis, today, it would still 
face the threat of foreign competition at some 
Tine it the Tuture? 

MR. WHITE: Depending on the ground 
rules you are willing to add to it. i think it 
is true that free entry of foreign crude into 
Montreal might mean that. 

THE CHAIRMAN: Well, if they started to 
dump crude in the Middle East and somebody got a 
long-term contract for supply. and tanker rates 
Were Olt Prent., vou could build a refinery in 
Montreal, could you not? 

MR. WHITE: L think that has been a 


good part of our testimony, that we think the 
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Canadian crude oil is basically uncompetitive in 
Montreal and that you would require some sort of 
artiricialseuppore tory Lt, 

THE CHAIRMAN: DomyoU ao VOUT Tet nine 
operations in Montreal, make a better net return 
out of your manufacturing and marketing of foreign 
crude than you do out of Canadian crude? 

MR. WHITE: Well, there are widely vary- 
ing positions 3 depending .on competition and other 
things. Mr. Frawley attempted to do something 

with the tank waggon prices the other day, and 

it is difficult to do so unless you take a com- 
plete balance of all your operations. We hunted 
around and got some figures on the Montreal opera- 
tion and, actually, it is Montreal plus the Mari - 
times, because both those areas are served by 
foreign crude, and last year (which was a good 
year) we made a net return of Teo. pen cen OF 

our capital employed. 

Now, I have in mind, if you so wish, 
leaving the skeleton of that calculation with you 
and we would be glad to develop it further with 
you, as Chairman of the Commission. LU Aele Meg ege 
think we would like to discuss the details because 
there are some competitive pieces. 

The total company earnings last year, as 
you will see from the annual report, netted back, 


I think, gust at 10 percent of capital employed. 


_ 


a 


AT) 93 6 BRU OMtOTe “yA 
BIRTHS Opehowgs 


; r eee m r, T : ie yoo Py te 
: SY LG. miu Y Ry mw 24 Lio ehgeras nethensed 
" od 7 5 ie Bs ps A 
Log Par 4 , \ me ay f ‘ oy ee 
OW Oe ere i: < PL ha j Gy Sag ins Pe ity + ridin 
» ae) bale oh 
7 t ' oak 
4 j i a a 
’ ye j x “ -~ - 
ve Ff: : , ec Aes hice 
% ‘ ‘ raga | 
si i - co ; 2 a4 ’ ‘. c 4 im Ao 
: “a ‘ be bE 4 = ISG 
~ ss : A ; : , A . ; - Be eae ee 
oa fos cy: > ey are fr Pe : beayy Gp Fa lied 
- _—~s \ i J 
cs . 
4 ’ i : Bigs ‘ 
: ; ere 4 - ‘ 
fay 4 “ oe oi 
v, bie ¥ 7 aA " ra ; nn ‘ 
; : 3 
. 4 ed hick ee , SA : : i ; fe 
PO Se ae oy . ed) aif i Fr * 25 = ed a 8 ¢ on rh i ‘ 
. - i } 4 
fo. ne oP Ser | Phe SF Pome d : ie est 
° ‘ Y 
\ ‘ ; 
image ee et : ee : pu a 
ved ' Pia é rey rr nine ’ 
os bs ’ 
ry f . . a ee oo A ¥ 
= “ as) £ - + 
ert, . * = j Ds * ; e t. <7 1 & 
< sa 4 ren ¢ “ ciel Bt eee : oe 
PA af ees zi P ee che ef eh mee eae 
wd 4 
te a ’ . . . . . Ts * at, a pe 2: ' . 
. Me # 
F Prat “5 y yn ie 
ai mi ae aoe Se ae 0) . om am) oe tat» we, 
>» ‘ ra 
2 : ‘i F f - uta go aes ae Pt 
3 ? , . Ce ak aes Bile pe bate or oy f r ae 
sf & a Mua 
, G “y Co, a - 45 ‘ « en, cis 
s fi t ies =) y anf wea “Ts sues 
ys 
; ’ 
7 3 i r . taG $ ‘ ~ AS a aA 
; AX: ks a 
rg; ! wi: 
at . 
‘ ; A Wisse am a 7 
i ee Seat od fs 4 cig ee 
4 
peer “ a f. . 1 " of 
¥ > tee a fi - 4 Qe a - 1 v= 
+. So ie a > a4 u ; Poa) cians tS ; ot se 3 
Pcch Are re . : ‘ a Qe ' Sivas 
; ‘ * + " * , Je" t+ ‘ f) ! “ * ! 
Fs rh} #9) : ' » Uf ry a, et eed baat ihe ost 
dal 
a : % : ” . . Sayer nik { * ‘ 
‘ cer i NP we ae Fa i SIN ee ek aes 
ni i ! e en <a : a; a <9 ‘ 
\ tae fis f A o > eels Paes aes . 
4 . 27%) q Paty as e448 wf ; it 7 . 
. 
PN fii tt hee OF i £ rae RES : F Ne ty 
- ; 
; : one ee 
TAA - ty ane ‘ ss ies es : saul « 
é cy te§ Hos intteas pe ee ey 
’ Tee 3 : ane fares é is 
; . : a a ale ‘ fe 
Be 0a i ; Page oe ea y Line = ¢ gets Sah » ue git? : 
etal. ; yo i i i woh alge aia lacie po </. 
% 2 eR? rw * B, f Petia ee cae a ie Ce ie 3 22 oe Fj Day Are; Pease 
; = aed /%, 
P pe ae repre or hs 
PAT EARS yp eg 
‘ 


4992 
ANGUS, STONEHOUSE & CO. LTD. 
TORONTO, ONTARIO 


and everything else. 

HO Loeren le erave doubt. in my mind, that 
the Montreal refinery has very much to play with 
in the way of excess profits over costs. 

THE CHAIRMAN: Would you have any ob- 
JeGo. On evo Liaiings that information with the 
Chairman of the Commission? 

MAS, Wi Diss Veryue Jad sto) Mo. Chairman . 

THE CHAIRMAN: Thank you very much. 
Just one other question: 

DG Your steel, 12S an; Organization, that 
the so-called Athabaska oi1 sands will eventual- 
ly be developed on an economic basis? 

MR. WHITE: It is a very hard question 
to answer. lUwte, Sduestion-in poimtoof time. 
There is a definitely solid answer right behind 
me: just awaiting a higher price of oil, and 
with improved technology, I am sure it will 
come through. I would say, ultimately, yes. 

When I gave you the answer that we were 
not short of reserves, my friends tell me as long 
as we maintain a reasonable discovery rate but, 
if you eStnive the Athabaska tar sands and realize 
that a shortage of materials dries up the price, 
I think you could say we have plenty of hydro- 
carbons in the area. 


That includes pipe line, tankers, petrochemicals 
THE CHAIRMAN: In other words, you are 
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not qualifying your previous answer to my question? 

MR. WHITE: (nae sa ditTricuLc* question. 
You cannot leave that discovery out altogether. 

THE CHAIRMAN: With the increased sales 
of Canadian crude, you have more funds to put back 
into exploration, and unless something goes wrong 
completeiy with your proportion of good wells in 
your’ exploration, related’to the future, as it 
has been in the past, then you could hardly say 
you could not make the necessary discoveries, is 
Thateri ent ? 

MR WHITE: Me, Chairman, I apologize 
for getting too cagey. My whole answer is that 
we have plenty of oil reserves here. 

THE CHAIRMAN: Thank you. That is what 
I want. Thank you very much. 

Dr, °Hardy? 

MR. COMMISSIONER HARDY: Mr. Chairman, 

I would like to ask Mr. White one or two questions: 
Mee White; I understand that -in some industries, 
authorities claim that the anti-trust legislation 
in the United States exerts a greater degree of 
control over the international oil industry than 
it exerts over the petroleum industry within the 
United States, the reason for that being that the 
legislation has given the States a degree of 
control that interferes with the internal opera- 


tion of their anti-trust legislation. 


hdeeup Jivottith s al ao ie 
beg sg0tis duo wrsvooa tb’ ted’ 
; asics bawnetoar ont atW" ee oe 
sisad gugtod abniyl evom ever voy  sbirte mittens’ ‘to 
grorw soon goltdtemcs eeelny bas niger olgzus ovat 
oP eflew bd0g to nottiodete. toyed tw’ eles! qmos 
| +? ad .ountwt ot o¢ betefex .nohistotqs sdoy 
Gee (uwhen Bries ueg dent deed: sa ni Mood ead! 


ef .bolvevogelb yxéeseton eM sla JGn Blues voy 
Trig dort 
a3! aol sets t amr rise 0) SPT at 
jadi. &t vawens slow st eyes’ G68 ahlétes eet 
‘aged aaveseen tte $6 Waele svat ow 
ait he Bd fant «NOU ner? —: WAMPCEARS cay 
Jiidia yiev woe aed tag FT” 
ans toe Jat” > ana! Eavereaieetoo ier | 
rattol tessa sad to so orldaw \ eM tes of ‘stl Bison I 
\setuseutut gio at Seas bededsban I echt 
AOLfeleLgel seus 198 ord Sai) rchafo Peat trodtus 
de odee: codeny ‘s eiteta detste “Boban Re 
219 ‘ad aut flo Lenesverietar sii sae sotanoo 
oe child tw -vatextort inn Lodesq- wi ete 
a. ‘bdo vBad jared Ae “St -oades wry i | 
48 edie a Vie aa 
D eidqo Tanradinn “eile: Hey 2 cuir 


Parsee 


QQ 
ANGUS, STONEHOUSE & CO. LTD. 
TORONTO, ONTARIO 


As an example, the Texas Railway Commis- 
sion has certain powers that interfere with the 
normal operations of the anti-trust legislation. 

I understand that Standard of New Jersey, 
in 1942, signed a decree that they would not 
vViolavedthe -Uss. anti-trust laws in their inter- 
national operations. NOW, GEE thateiehcorrecs: 
would that policy in any way interfere with Imperial 
Oil signing a voluntary agreement to take or conform 
forthe situation that would existiif the ‘Montreal 
market for petroleum was dedicated to the Canadian- 
produced industry? 

MR. WHITE: That is a question that has 
aliact gor MOTHS aon air but, Leuime .svanvnwerarby 
saying that if the Canadian Government (and I 


think it would have to be the Canadian Government) 


salidyrinrerfect,. ‘Werwant to utilize our natural 
resources in Montreal," and did the necessary 
things tovmake itupossible to get thevoil there, 
there is no question but that Imperial Oil would 
fall in with the Government's requirements and do 
what was necessary to see that these things are 
cCarpieduouu. 

Now, if you begin to drag me into the 
various side effects in the U.S., I just can't 
answer your question; but I think the first part 
of my answer is a complete answer. 


MR. COMMISSIONER HARDY: The Canadian 
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Government might want to accomplish that in one of 
several ways: they might do it by regulation or 
they might ask the cooperation of the industry, 

and my question was, actually, if you were asked 
for cooperation, would you be able to do it, within 
the realm --- 

ME. WHITE: LT would think so; unless Lt 
was unreasonable cooperation. 

Tl don’t think our company should take any 
unnecessary risk in signing a throughput agreement 
unless there are some other elements to the picture. 

MR, COMMISSIONER HARDY: Well, I had my 
own answers figured out to this before, but probably 
not as good as yours, Mr. White. However, from 
what I understand of the United States anti-trust 
legislation, I would think that possibly you could 
enter into an agreement, if you wanted to do so, 
providing that the facts that Mr. Brown and his 
group have presented are correct, and it is being 
claimed they could deliver oil competitively to 
Montreal. 

But, under your own analysis, my under- 
standing of the situation is that perhaps you could 
not, because you then would be tending to increase 
we, orice to the consumer’. Is that not the 
general intent of the U.S. anti-trust legislation, 
to prevent agreements that would have the effect 


Of increasing the price to the consumer? 
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MR WH UTE Leen sure that: iS one of them: 
You are getting me into pretty deep water 
when you want to discuss anti-trust laws in the 
U.S. and whet they do or do nov require, but, our 
analysis of the Montreal situation is that it 
requires government action. Now, what type of 
government action will have to be decided and, 
if the Canadian sovernment embarks on a course 
that involves participation, certainly we will 
have to face anti-trust laws of our own, and it 
is hard for me to give an answer to your question 
except that we will follow the Government's orders. 
MR. COMMISSIONER HARDY: Another way of 
looking 26 Wt is that you could probably pick out 


some legal gimmick by which you could avoid or 


g 
apparently transgress U.S. anti-trust laws. 

MR. WHITE: Mr. Hardy, you are away 
ahead of me. 

MR, COMMISSIONER HARDY: Thank you very 
much, The forecasts or solutions that both Shell 
and Imperial have presented as being factors that 
will generally correct the market situation in the 
fAdusStry, (a> 265 the inerease im the Ontario mar- 
ket and also an increase in the market in the Puget 
Sound area, as I understand it, you have made an 
assumption that the international price situation 
is not going to change substantially within the 


next immediate few years, is that so, when you said 
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you felt that would correct the situation? 

MR. WHITE: EF don’t think that policy 1s 
Lp LLCLU. do thin that certain: factors: writ 
level off prices and, if the international price 
goes up, probably our price Watt eo ips 

MR. COMMISSIONER HARDY: Is it not more 


likely to go down? 


MR. WHITE: Well, you are the best man 
to forecast prices. I don't know. 


MR. COMMISSIONER HARDY: Are there not 
some people who are writing articles these days, 
suggesting that they are bound to go down? 

MR. WHITE: I am sure there are, more 
writing articles that it 1s bound to go down than 
there are that it is bound to go up; but fe PSL 
don't believe the writers when they couch “on “such 


matters. 
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MR, COMMISSIONER HARDY: But if there was 
amajor change in the price structure, if factors 
are taking place, eventually they might affect the 
build-up of price in the posted areas. If you have 
a substantial reduction in the world price, then 
your forecast of the market situation in Ontario 
and the Puget Sound area -- you would want to re- 
VASCh UNS? slightly.,..nordoubt. 

MR, WHITE: Well, we would have to reduce 
our price; we would make less money. Certainly if 
we were in Montreal we would be in great trouble. 
That is why we like to go to the markets that are 
the least trouble and closest to us. 

MR, COMMISSIONER HARDY: Isn't there a 
distinct difference there between the operations 
where you operate them on an integrated basis and 
the operations where you would not be operating on 
an integrated basis? In other words, if you are 
feeding oil into the Montreal market and the world 
price bounced up and down, then you would have to 
absorb that in your operation, but if the Canadian 
producer was selling into the Puget Sound area, he 
is in a Little moresdifficult-poss tion, Lenit.he? 

MR, WHITE: . I. don't think so. . That is 
where the ultimate effect is, because we know from 
experience that the other phases of transportation, 
refining and marketing are generally pretty thin, 


But the producer is the one that has to take the 
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Swing, and it makes no difference whether it is an 
integrated producer or an independent. 

MR, COMMISSIONER HARDY: But you explained 
to us that if there is a major change in price’ struc- 
ture, that you have large capital investment in the 
facilities, pipelines and so on, there is definitely 
a financial incentive or there is an ddditional 
cushion in there which prevents you economically 
from changing to a new source of crude, 

MA WHT Eedormit sthinkothat its the 
right words You normally utilize the facility that 
you are committed to in effect and pay those charges. 
I don't quite understand your question really. 

MR. COMMISSIONER HARDY: What I am coming 
COt@esiviwis: if you are carrying Gil into the 
Vancouver area on an integrated operation and then 
the price of Venezuelan oil should be drastically 
cut, before you can change over to that supply you 
have to correct for the cost of your investment and 
alter your Canadian facilities; but the outlet that 
is delivering oilionly to an American retineny ihe 
is cut off just like that unless he can cut his price. 

MR. WHITE: I am afraid I don't understand 
your question, You are saying we will have to drive 
down the road and take our crude and refine it and so 
on ourselves, and somewhere along the line we are 
having competition from the Venezuelan crude which 


has now been cut in price. 
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MR, COMMISSIONER HARDY: Crude competition, 
not product competition. 

MR. WHITE: The crude competition results 
in product competition in the area, and someplace 
along the line somebody has to drop his price be- 
cause the marketer cannot afford to pay the price 
to the producer. S06 I think the effect would be 
very much the same. 

MR. COMMISSIONER HARDY: I still don't 
see, Mr. White, though -- you will have the pro- 
ducts competition all right, but before it is econ- 
omic for you to change over to a new source of crude 
you have to figure how you are going to finance the 
investments you still have with your existing source 
of crude. 

MR. WHITE: Oh, yes, I think that is cer- 
tainly true, and a complete analogy to the Montreal 
pipelines; As Mr, Cogan said, if you trade in an old 
car for a new one you expect to get something for 
the old car, 

MR. COMMISSIONER HARDY: Yes. Well, on 
that basis, doesn't the industry in Canada receive 
the maximum amount of protection they can have other 
than by government control through, I may say, pipe- 
line facilities to Montreal, for example? 

MX. WHtli: 9 don't again ‘quite ger it. 

We have pipeline facilities to the other markets now, 


and we are saying we would rather see the other markets 
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firsts) That 26 now vhe ol) is pushed out of the 
Albertan plains. 

MR. COMMISSIONER HARDY: I see you don't 
approve of my economics. 

MR. COMMISSIONER HOWLAND: While we are 
Or oni Ss Nieh level olLediscussion, Mri wWoite, 1 
have gained the impression that the Canadian oil 
industry 18, at the moment, putting aside its 
swaddling clothes and has got to meet the main 
stream of United States or foreign crudes if it 
is going to grow into anything like a young man. 

MR, WHITE: I think we are a little past 
that stage. We are meeting that now initially in 
parnia, and five years ago. 

MR. COMMISSIONER HOWLAND: But at the 
present time the growth is being pushed back parti- 
CUloarly au points like Washington, for instance, to 
Montreal. These are the markets which are vital to 
our growth. 

MR, WHITE: Yes, we consider them to be 
vital, but we are talking about Puget Sound. But 
the so-called pushing back is, we feel, a temporary 
phenomena. 

MR, COMMISSIONER HOWLAND: Well, if I may, 
i wile follow thar throughawith you., Let us look 
Bbepatened. 21 would like first to heve.a look at 
that table, the Minimum Case. Why does the United 


States growth there appear so much lower than the 
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rate of growth in Canada? 

MR. WHITE: Where are you going to start, 
Mr. Howland? 

MR, COMMISSIONER HOWLAND: Take 1957 in 
Canada, and 1958, 1959. There is a rather good 
progressive growth. The export market, however, 
@oesn" tT Seem to follow that paccrern, and it is 
1961 before you get above the 1957 figure. 

MR. WHITE: Well, you must realize that 
1957 was an inflated year because the first part of 
the year was affected by Suez. I don't think 1957 
was the normal growth figure, so that makes the 
whole comparison that much worse. 

MR. COMMISSIONER HOWLAND: Y.u are saying 
that from 1958, 1959 and 1960 there is a normal 
growth without any adverse factors affecting the 
entry of Canadian crude in that market. 

MR. WHITE: We hope that the quota posi- 
tion will be no different and we will not be re- 
stricted by quotas and we are back to the same situ- 
ation. 

MR, COMMISSIONER HOWLAND: Will you go to 
page si, in’ the second column, export, you have a 
very different growth. This is the intermediate 
policy which you suggest and you mention these posi- 
tive efforts to enter that market. I notice that 
you have a program for a fairly substantial growth 


in the United States market. I want to know what 
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these positive efforts were for the United States 
market. 

MR, WHITE: Well, the figures there re- 
present almost taking over the Puget Sound market 
on the basis of the economic supply. It presupposes, 
I guess, some action on the part of the Canadian 
Government straightening out the general relations 
With this country, and also reflects our confidence 
in Canadian crude in this market. 

MR. COMMISSIONER HOWLAND: Am I correct 
in taking that total of 812,000 barrels per day? 
It is roughly 60% of our producibility, as you 
forecast it. 

MR. WHITE: Yes, that is almost exactly 
rigntu. 

MR, COMMISSIONER HOWLAND: You think it 
is a satisfactory position, because you suggest we 
follow the intermediate policy, as against the 
position that might get us into a rather higher 
percentage of production, 

MR. WHITE: Yes, we are fearful of the 
disadvantage associated with that other case. 

MR. COMMISSIONER HOWLAND: Mr. White, 
you gave us some good figures on page 26,. I am 
sure that you have given us many of the figures 
I would like to get from you, but they have been 
given at somewhat different times and junctures. 


I wonder whether you have the figures, or could 
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you get them for us, the figures showing the com- 
Parison Ql cuprentiprices for imported .crudes, for 
Canadian crude ,at Montreal, as you have here. I 
wonder if you could give us the same calculation 
for Puget Sound, Sam Francisco, Chicago’, Toledo 
and other points you suggest we could enter into 


the United States. 
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MR, WHITE: You wish to note this? 

MR. COMMISSIONER HOWLAND: Well, possibly 
you Might just give them to us as an exhibit. 

MR, WHITE: We would be happy to do that, 
yes. We have that information, whatever place you 
wish. 

MR. COMMISSIONER HOWLAND: I would think 
Washington, Puget Sound, Toledo, Chicago. 

MR, WHITE: Chicago would be hypothetical. 

MR. COMMISSIONER HOWLAND: At least we would 
have the benefit of somebody who knows his business. 

MR. WHITE: We will give them to the 
secretary. 

R, COMMISSIONER HOWLAND: Thank you very 
much. © think that is al? 1 really wanted toodiscuss 
with you, except just this one other impression that 
i Mave, and - woumd like™you to correct ie if At is 
wrong. There is some suggestion here that, listening 
to the comparative feature of Venezuela and the Middle Hpst, 
the realities are that the Canadian industry has got 
to get under some umbrella, and whether it is a 
Canadian one or a United States continental one or 
not seems to be of some debate. But would you agree 
that there seems to be some slight umbrella? 

MR. WHITE: Well. <0 28 Mos diliTcul., 
We don't know what the future holds, but certainly 
if we go under an umbrella we want a good reason for 


it. When you hear of all these competitive costs, 
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Pirin 


you can draw the conclusion that on the periphery 
Canadian crude can dry up and go someplace. But I 
wouldn't say it would be impossible that we should 
have some protection of some kind. 

MR, COMMISSIONER HOWLAND: One shouldn't 
take too seriously, then, this question of cost of 
replacement . pro’ rationing and soon,’ ) I have 
listened with a great deal of attention now, and I 
have a general impression that the replacement cost 
of Alberta crude is not as high as in the Unitéd 
puabes, DUG 1b 1s substantially higher than Venezuela 
and the Middle East, If that is so, is it some sort 
of sun shade necessary, if the gloves are taken off? 

MR. WHITE: I can't argue the point with you, 
I hate to talk about a sun shade, but you may have to 
prevent getting a big burn. At the moment the Industry 
seems to get along without one, even in Toronvo, Let 
alone Montreal. 

MR, COMMISSIONER BRITNELL: Mr. White, most 
of the larger questions of a policy have been covered 
ther by my colleagues or counsel, and it only leaves 
me with a ,few points arising out of your submission. 


I would like a little further explanation and explore 
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a little further, Thus, for instance, at 


bottom 
of page 24 of your submission, the first sentence 
there under the table: 


"The domestic requirements are assumed to return 
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to the normal trend growth, with the increases in 
domestic demand from British Columbia to Ontario 
covered with Canadian crude", I haven't any 
difficulty with that. The next sentence: "The 
export estimates assume that with return to normal 
demand, United States refiners using Canadian crude 
will fully utilize their import quotas and that 
these quotas will be adjusted thereafter to meet 
the normal growth in United States market demand". 
I do have a little trouble following that assumption 
With respect to export markets. I would very much 
like to be able to believe both of those assumptions. 
However, past, present and, to some extent, even 
prospective future commercial policy of the United 
States hasn't been and isn't entirely reassuring, 
and Mr. Sandlin of Woodley Canadian seems to be a 
little anxious of what might happen even inthe mid- 
western markets, and I wondered whether you could 
give ine some reasons, some further reasons for 
accepting those assumptions. I am a very Willing 
convert; I would like to believe that. but I am 
JUStvandi tiie, troubled) 

» MR. WHITE: I think Mr, Cogan will answer, 
MA, COGAN: Generally speaking, on the 
question of import discussions, the general reaction 
really on the part of those favoring it seemed to 
be from the press announcement rélating to the per- 
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percentage should be established for exports. The 
figures given of requirements and demand would 
indicate in all probability that there would have 
to be a large percentage in imports, but for the 
four or five-year period we are dealing with here 
it i8 purely an assumption that the percentage of 
US imports would remain reasonably constant. 

MR, COMMISSIONER HOWLAND: I can go 
down the road, as I went down the road with Shell 
the other day, for twentyyears, but it is tne im- 
mediate five or ten-year picture that bothers me, 
Now, On page 2/7 your brier speaks of a reasonable 
prospect that over the years nearer and, more 
attractive markets for western and Canadian oil 
would sharply increase. Now, what is the reason for 
pelieving that they would, in view of the fact -- 
i had Detter nov say the Tact =-.0f the apparent 
long-run as well as short-run advantages which 
middle-eastern and Venezuelan crude seem to possess, 
and now I am going from the comparative statistics 
of reserves and so forth that you gave to the 
advantages which those areas seem to possess over 
western Canadian crude and which don't seem to be 
entirely short-run, 

MR. COGAN: We feel that these advantages 
are important in these peripheral markets. We 
believe that in a certain portion of the United 


states -- I am talking primarily of the near-by 
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areas -- that Canadian crude has a definite ad- 
vantage over some of these foreign crudes. There- 
fore Some portion of the increase would accrue 
to Canadian western crude. 

MR, COMMISSIONER BRITNELL: You might 
have to wait some time for that. 

MR, COGAN: Well, there has been a lot 
of speculation on the subject. In the past couple 
of months there has been very interesting specula- 
GLO on this subject; What £ really feel is that 
there will be a tendency for supply from the north, 
east and west, and even possibly from the south, 
tO SOre Gf Couch the fringe areas, and. Canada is 
eapable of supplying a sizable portion of the 
United States, 


MR, COMMISSIONER BRITNELL: On page 26 -- 
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this is a point of detail and perhaps you may help 
me Of Dt == 1 noble in the comparison of current 
prices for imported crude with Redwater crude there 
ie =— that te GO ghe theoretical price Tor Canadian 
crude at Montreal, I should say -- an item second 
from the bottom on the table at the top of the page: 
"Add charge for idle Portland/Montreal pipeline 
"and terminal, 7¢"; 
and then on page 3708 ndte near'the bottom: of the page 
the statement under 1: 
"For many years, Imperial owned and operated 


"the Transit and Storage pipeline- connecting 
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‘its Sarnia refinery to Mid-Continent trunk 
"line systems terminating in Ohio, With the 
"advent of Canadian crude via the imperprovincial 
“system Transit and Storage was put out of 
"business", 

When this putting out of business of Transit and 

Storage took place, was an item covering this 

putting out of business added to the price, of 

Alberta crude laid down in the Ontario market, and 

if so, how much? 

MR. WHITE: No, it was not, Mr. Britnell, 
but it was considered part of the cost at the time, 

MR. COMMISSIONER BRITNELL: I don't quite 
follow that. 

MR. WHITE: We had a figure on what would 
come out of the extension of Canadian crude into 
Ontario, and it was Obvious -- oh, attractive 
enough to forget about the line and sell Cand 
actually pipelines don't have much selling value. 

MR, COMMISSIONER BRITNELL: Salvage, 

MR. WHITE: Yes. 

MR, COMMISSIONER BRITNELL: Would it be 
right to assume that Imperial and other companies 
have an interest in the Portland and Montreal 
pipeline and that this would hardly be a charge to 
them; you could say that they could ship in about 
7¢ below this figure, 

Mh. WHITE: You aré talking about -- no} 


that isn't quite true, because the people who do 
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the shipping into Montreal are not the producers, 
So I think the positions would be LOCH TI Cad, 

MR, COMMISSIONER BRITNELL: Going over 
to page 27, why would the proposed Montreal out- 
let represent a declining factor in the total 
expanded Canadian crude outlet of the future? 
Does that refer to the Canadian domestic market 


or to the Dominion and export market combined? 
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MR, COGAN: It refers actually to this. 
If you are dealing with 250,000 barrels, that will 
be a smaller percentage with increasing volume. We 
don't believe that rate of expansion and, you might 
say, saturation is going on in the other areas, 
we believe that would be higher, and you would have 
definitely a smaller percentage. If you take today's 
production, the percentage increase you get there 
is quite sizeable, and if we are correct in our hopes 
that the business depression is over -- and some of 
the figures here indicate that we will have quite 
a sizeable market -- that percentage rate tied with 
the Montreal market is not a large percentage. Do 
1 make myself clear? 

MR, COMMISSIONER BRITNELL: JI think so, 
yes. On page 29, the last line concerning problems 
of the pipeline, refers to -- perhaps I had better 
quote it. "The government could, of course, provide 
a direct guarantee of the pipeline bonds. i this 
course were followed and the government underwrote 
the major risk, it is worth asking whether public 
sentiment would permit private ownership of the 
line or whether another link toward government con- 
trol of the industry would be forged." That sounds 
a little grim to me, and it also seems to suggest 
that a good many links have already been forged, 
and I wondered whether you could tell us about the 


nature of those existing links that have already 
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been forged. 

MR. WHITE: Perhaps the writer of that 
paragraph was a little steamed up that day. . But 
you. get the,.idea. 

MR, COMMISSIONER BRITNELL: Well, on page 
30, about the middle of the page, discussing manda- 
tory quotas, in the next paragraph below C, manda- 
tory quotas, is the sentence: "Establishment of 
the proper quotas would tend to freeze company posi- 
HiOMNS. 1, wrOupendui ter tranky.1 don't .scerat,.all 
why a quota system should work out this way. Per- 
haps I should go on a bit there. I envisage a 
quota system which would say to your refiners in 
the Montreal area, if we get to that stage, that 
80 or 85 or 90 or 95 or 99% of all the crude used 
in that area should be Canadian crude. Therefore 
I don't quite see why it would freeze company posi- 
tions. 

MBs WHLTES «it pyou. are coiling todo it, 
Mr. Britnell, you should put a quota on 100% in 
the area. You are thinking of five or maybe six 
refiners. . At. that point you have to look at the 
other people that are in the business, and there 
are quite a number of them, and some of them are 
pretty big and they are product importers. Now, 
theoretically we are all after business, but if you 
are going to put a quota on them you freeze the indus- 


try. If you allow them to over import you will be in 
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trouble; if they under import, they will be on 
your doorstep. 

MR, COMMISSIONER BRITNELL: But won't 
they all get the same proportion, even a new en- 
brant into, the market? 

MR. WHITE: Are you talking about imports 
om erude jand products? 

MR. COMMISSIONER BRITNELL: I should have 
made that clear. 

MR, WHITE: The crude side is nothing. You 
just tell them to take 100% and that will be fine, 
but they may have to change the nomination, It is 
the supplementary refined product man who is in diffi- 
eculty,he has to go outside. Once you get into con- 
Eros, YOu cel Into all Kinds of controls. 

MR. COMMISSIONER BRITNELL: You have to 
include the others, so there would be no particular 
problem on crudes; the problem would come with the 
establishment of quotas on refined products. 

MR. WHITE: That is right, 

MR. COMMISSIONER BRITNELL: I have just 
one further question and it is really of a marginal 
nature, and it refers to page 36 of your discussion 
on jurisdiction. It reads: "Thus in the present 
situation the oid, Andustry .<¢annot.iin practice comply 
with both Provincial and Federal statutes. Hlimina- 
tion of this overlapping jurisdiction would be most 


helptul to the oll industry.” _.1 wonder if .you care 
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to give the Commission the advantage of any sugges- 
tions as to how this conflict or at least the 
overlapping where there isn't a conflict of juris= 
diction might be eliminated. 

MR, WHITE: I think you could do it by 
definition. I would say first of all that the 
intent of the Canada Pipe Lines Act is to integrate 
interprovincial or international teatiuc,sandathen 
go on (there are such things as gathering systems 
and so on in the Province) and try and show that 
it igs not intended to tie in the interprovincial 
Or international pipeline. It is a question of 
definition. 

THE CHAIRMAN: Mr. White, just to make 
it clear for the record, the utilization of Canadian 
crude, even to the saturation point, in the Montreal 
market would not eliminate the importation of manufac- 
tured products into Canada. 

MR. WHITE: It would not, except by accident; 
it would never do it. 

THE CHAIRMAN: Mr. Frawley, I know that 
you have a question. 

MR, FRAWLEY: If I might have the indulgence 
of the Commission. 

Mr, White, you show in your pipeline compu- 
tations on page 26 a pipeline tariff or charge, 
Canadian, of 60¢, and without delaying you this even- 


ing, I wonder if you would be good enough to perhaps 
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file an Exhibit showing the make-up of that 60¢, The 
reason I ask is that the Conservation Board repre- 
sentatives have had the benefit of examining the 50.8 
and I would like them to look at your 60¢.~- Would 

you be able to file something to indicate how you 
arrive at the 60¢? 

MA. HH 0SEs= 1 don't think so, Mr.“Frawley. 

I will tell you why. It was made up from a series 
of curves. It required assumptions as to how much 
is required to finance a pipeline, that is in the 
way of interest. It is not suitable to submit with- 
out considerable discussion. 

MR, FRAWLEY: It is not like the Dutton- 
Williams study that was filed here by Home Oil? 

MR. COGAN: I don't know, because we cer- 
tainly haven't seen that. I say that the impression 
that we gained from the Dutton-Williams study is 
that the calculation assumes not only that the bond 
holders are guaranteed their money but also the equity 
interest is guaranteed. It sounds as if complete 
protection of equity is involved, and under the circum- 
Stances 1% 1s not a commercial pipeline, it is a subsi- 
dizged pipeline. 

In regard to the 60¢, our people made a num- 
ber of yay eal and from those figures we looked at 
the best position we felt could be remotely considered 
commercial, and from those calculations we concluded 


that this figure would give approximately 6% as return 
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on the total project, and therefore we are very much 
mystified about that figure. 

MR. FRAWLEY: Did you have any construction 
or pipeline people work it out? 

MR, COGANs Yes, 

MR, FRAWLEY: And did you make tariff 
forecasts? 

MR, COGAN: We made estimates, definitely, 
and we looked at them, Now, I think in the final 
analysis the question of what a proper figure -- 
incidentally, you may recall the guarantee that was 
made -- 1 think in the final analysis it 1s based 
on whether it may be financed on a commercial basis. 
If you can get somebody to guarantee with positive 
assurance your money, you can do it with 50%, but, 
frankly, we have seen nothing that shows that that 
ean be done. So we figure that is the lowest figure 
from a commercial pipeline viewpoint. 

MR, FRAWLEY: To get back to my original 
question, Mr. White says there isn't anything that 
could be filed and he would be very glad to discuss 
it with the Conservation Board engineer. 

MR, FRAWLEY: Dr. Britnell referred you 
to the Transit and Storage pipeline that was put 
out of business when Interprovineial went down. 


Ma, WoL: Yes. 
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MR, FRAWLEY: There was another invest- 
ment that had to be scrapped and that was the 
millions of dollars in docks and storage and tankers 
utilized to move the oil when Interprovincial went 
into that extended operation. That loss was never 
worked out as against the price going into Sarnia, 
was it? 

MR. WHITE: No loss there, Mr. Frawley. 

MR, FRAWLEY: What happened? 

MR. WHITH: Tankage represented no loss. 

MR, FRAWLEY: So you are still carrying 
on that investment in docks? 

MR. WHITE: However, I may say that ex- 
tending the pipeline was done on the basis of cutting 
down inventory and it went to build more and more 
tankage for winter inventory; I mean, it is just 
put into the system. 

MR, FRAWLEY: So you think the Alberta 
crude has got to carry something for the undepreciated 
investment in that pipeline? 

MR, WHITE: No, but if you are doing some- 
thing that is of no advantage to the refinery -- 
it is a matter of putting it where it is. needed. 

MR. FRAWLEY: You do not see any compari- 
son between that and what happened to the transit 
and storage line? 

MR, WHITE: Not the slightest, because 


they were an addition. 
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THE CHAIRMAN: Mr. Frawley, if you have 
two or three further questions, there might be still 
one or two other questions by way of a sort of 
ecatch=all, and 1) suggest that if it is convenient 
We -COULd Wal Lo itloLly tne morning, Mr. Pattillo, 

MR, sPATVILLO: It would be quite conven- 
ient. 

THE CHAIRMAN: Gentlemen, we shall adjourn 
Mow UNtLL LO Oo elock in the morning and, Mr e White, 
if you and your colleagues,such as are still here, 
would be good enough to be present -- 

MR, WHITE: We will essentially all be 
nere,. 

THE CHATRMAN: Then we shall go on at 
LO Vo eleoky tomorrow, Thank you, 


---Whereupon the hearing adjourned, at 4.40 p.m., 
until 10 a.m., Wednesday, May 7, 1958. 
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VOLUME 36 Page 5076, Line 20, 
Change word "equities" to "inequities" 


Page 5076, Line 21. 
Change word "countries" to "companies" 


Page 5082, Line l. 
Change word "created" to "imported" 


Page 5084, Line 25, 
Change word "enfreightment" to word 
"affreightment" 


Page 5085, Line 26, 
Change word "enfreightment" to word 
"affreightment" 


Page 5086, Line 10, 
Change word "your" to 


"W " 


our 


Page 5086, Line 11. 
Change word "our" to "the" 


Page 5088, Line 10. 
Change word "agents" to "8-inch" 


Page 5089, Line 14. 
Delete "Texas" and substitute 
"Texaco Exploration" 


Page 5089, Line 15, 
Delete words "today to" and 
substitute "that they" 


Page 5098, Line 13 
Insert the word "of" after word "industry" 


Page 5113, Line 12. 
Change word "Venezuela" to "South America" 


Page 5131, Line 24. 
Delete the words "plus delivered" 


Page 5150, Line 6, 
Delete word "picture" after word "real" 
and substitute word "danger" 


Page 5169, Line 2, 
Change word "present" to word "prevent" 
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ORRIGENDUM 


VOLUME 37 Page 5246, Farasraph 1, Line 10. 
fizure 477,000 should read 466,000 


Page 5269, Paragrach 2, Line le. 
The, rigure, 195°, shoulda read 1950, 


Paxe BOO? First line of numerical 
arazrach 2. 


The word "complications" should read 
‘imp lications" 


Paze 5296, 4th line from bottom, 

After the eae "Snelude only" and 
prior to the "main trunk line", 
the following has en omitted: 

Wy emain trunk cipe line charges ;lus 
line loss allowance and import duty 
where arclicable. The cost ef sathering 
crude oi1 to the point of entry into 
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Paze 5295 - This entire cage is 
incorrectly ,laced in the transcri:t. 
It should be numbered pase 5299 and 

rage 5299 should be numbered 5290. 

Pa | se 5300, Paragraph 1, Line 4, 
Followin: the words “oll ,i:elines" 

and wrior to the words " peels o,erate" 

the followings has been omitted from the 
transceri;t: “as compared with gas 

transmission lines, since crude oil 
Teowlivynies 3.5. 
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Paze 5309 - It apgears that paragraph 3 
under the section Im. lications of 
Committinge Canadian Crude O11 Reserves 
to the Montreal Market on vage 23 of our 
prief has been omitted from the trans- 
crict. This paragrach, 1f read, would 
have been the last ,aragra,h in this 
section, read by Mr. Campbell prior to 
liv. Anderson's readings A;rendix E. 


ze 5433, 4th line from bottom. 


VOLUME Pa 
The figure 1.36 snould read 93.10. 
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VOLUME 37 Page 5189, Line 28, 
Insert word "be" after "would" 


Page 5191, Line 25. 
Insert "which" after "produce" 


Page 5197, Line 21. 
Delete "1960" read "1961" 


Page 5199, Line 17. 
Delete "exploration" read "expansion" 


Page 5201, Line 24, 
Delete "against" read "a cost" 


Page 5202, Line 2l. 
Delete "to the Commission". 


Page 5205, Line e. 
Delete "and in the" and read "in any’ 
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ENERGY 


Hearings held at Calgary, 
commencing Tuesday, April 
S01 050, au NOe00 24m. 


PRESENT: 
Mr. H. Borden, C.M.G., Q.C. -- Chairman 
Mr. JL. Levesque -- Member 
Mee Get weer bene tl) -- Member 
Dre Hebe howland -~- Member 
Me, Leds LacnersQsCs -- Member 
Die Hales marcy. -- Member 


COMMISSION COUNSEL: 
Mite A es pee et Ob LL Oren Glade 
Mr. Miles H. Patterson. 


Mr, J.F, Parkinson -- Secretary to the 
Commission, 
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to the Commission. 
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Wednesday, 
May 7, 1958. 
-~-On resuming at 10.00 a.m. 
---Mr. Commissioner Levesque was not present. 


---Mr. Commissioner Ladner was not present. 


THE CHATRMAN: Gentlemen, the Commission 
will now resume its hearing. Nor ws Patol itos 

Mis. -BADTELLO's Thank you, Mr. Chairman. 

Mr. White, I had a few questions which 
T would like to ask you, directed to a certain 
phase of the subject which we considered. 

Would you agree with me that in so far as 
the Montreal operations are concerned, as they are 
presently carried on, the profits that can accrue 
to the company are limited to the transportation of 
Gil, theerefinine of it.and the marketing of LG? 

MR. WHITE: YES.,1 would agree, Mr. 
Bavoiiios 

Mie RATTILLO: Would you agree with me 
that if the operations at Montreal were changed so 
that Canadian crude rather than foreign crude was 
used, the profits that would accrue to the company 
would be extended so that they would also apply to 
the producing end of the business? 

MR. WHITE: Ine thesshort run, yes. 

MR, PATTILLO: Now, isn't it true, there- 


fore, that the result would be that the shareholders 
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of Imperial would benefit from the use of Canadian 
crude at Montreal rather than foreign crude? 

MR. WHITER: Again, in the short run, I 
would agree. 

MR. PATTILLO: Well, then, in adopting 
the policy that you are adopting of using Canadian 
crude at Montreal, is that a decision made in the 
interests of all of the shareholders or of your 
principal shareholder, Standard of New Jersey? 

MR. WHITE: We feel that the decision 
applies equally to all shareholders, Mr. Pattillo. 

MR. PATTILLO: Would you care to expand 
that? 

MR. WHITE: Well, you should go back, I 
think, to the end results that can be foreseen 
from the limitations that we feel must be placed 
on trade to land Canadian crude in Montreal. ine 
reasoning in this, I think,illustrates our feeling 
that such a line can be built only with some 
governmental support. In fact, we reasoned 
ourselves into a position in almost believing it 
has to be a governmental pipe line. 

You have heard all the testimony about the 
foreign crude laid-down costs. We have also 
reasoned ourselves into the position where we feel 
that a protected market has to be supplied. 

Going further with that line of reasoning, 


we arrive at a place where we can see the oil 
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industry controlled to an extent which would be 
harmful to the Canadian industry, and that is why 
I qualified all my agreements to your questions by 
saying "in the short run”. 

Min PATTER EO: Now, you have mentioned 
this government-owned pipe line. Are you sug- 
gesting that if there is a pipe line to Montreal 
to take Canadian crude that the only way you think 
it is feasible is that the government builds it, 
and the government has no assurance that any of 
the Montreal refineries would ever use it? 

MR. WHITE: Well, LI think right now, that 
would be Our Opinion, Me. Pattlile., 

MAG. PATIO: So we would know where it 
would start, but it would really end nowhere. 

MR. WHITE: In point of -- proceed. 

DG tA LILO Thank you, Mr. White. 

MR. WHITE: inank you, Mr. Pattiiio. 

I might add that we do not normally ex- 
pect our shareholders to assume the responsibility 
of judgment in operating matters, but we felt that 
was sufficiently important that, at the share- 
holders! meeting of April 25th, we pointed out 
what seemed to be an anomaly in Imperial's position, 
with large shut-in reserves, that we should appear 
before the Commission and not support a pipe line 
to Montreal, The shareholders are aware of our 


position. 
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MR. COMMISSIONER HOWLAND: Mr. White, 


when you say "short term", how long are you think- 


ing of? 

MR. WHITE: Well, until the pattern of 
control emerges. Now, I don't know what "short 
term" is, in that case. You certainly have the 


time of building the pipe line and a period after 
that, but how long I couldn't say. 

THE CHAIRMAN: You said, Mr. White, that 
having driven yourselves, in reasoning, to the 
decision that the only way in which a pipe line 
could go to Montreal, because of the contention 
which you make that it is uneconomic, would be 
through the government, but even so, following on 
what Mr. Pattillo said, it would be then that the 
controls of which you speak would have to apply? 

MR, WHITE: I think that is proper 
reasoning. 

THE CHAIRMAN: Such as quotas or what- 
ever might be devised in order to assure that 
the refineries in Montreal did use the Canadian 
crude that came through the pipe line? 

MR. WHITE: ee. 

THE CHAIRMAN: No other basis is possible. 

MR. WHITE: I think that is right. 

THE CHATRMAN: If you are driven back 
to that reasoning. 


Would you care to enlarge, Mr. White: if 
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you would look at page 24 of your brief, in coming 
to your alternative of an intermediate route in- 
volving positive efforts, short of a pipe line 

to Montreal. T do not think we have on the 
record just what those positive efforts would be 
except that, in the case of Shell, they said they 
said they were going to increase in May their 
Canadian crude run at Anacordes. 

Just what do you mean by these positive 
efforts and by whom would they be made and who 
would be involved and how do you reach the 
75,000 to 80,000 barrels of Canadian crude per 
day increased refining in the Great Lakes area? 

MR. WHITE: The way that builds up, 

Me. Chairman, is something like this (these are 
government figures). L Will Sive sou toe year 
1959 as illustrative of what we are talking about, 
and I can give you other years if you wish. 

Displacement, Montreal product transfers, 
56,000 barrels a day; displacement, production 
imports, 13,000, barrels per day; displacement, 
foreign crude, 10,000. The Toreren crude, oF. 
ecurse was cvunein Ontario refineries voday. 

Now, the balance is a figure of export 
of 10,000 barrels a day which is in the Puget 
Sound area, and there is an additional figure of 
fuels foremovinge crude. of 1,000 barrels ‘a day, 
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THE CHAIRMAN: Yes, you eeteup to*90,000. 

MR WHITE Now, in the ensuing years, 
the displacement figures are of the same order of 
magnitude for Montreal transfers, product imports 
and foreign crude, and the added volumes appear 
in added exports, and, again, we think, more par- 
Beculaa ive Of PUSEh COLUM 

Now, in these figures, none of the volumes 
mentioned exceed the quota rights in District 5, 
nor ado they ever exceed the quota rights of the 
refineries inthe Puget Sound area. 

The next step, of course, is covered in 
the introductory statement, I think, that the 
Canadian Government has the responsibility of 
coming to an understanding with the United States 
Government on certain basic trade matters which 
we would hope would improve prospects of importing 
Crude oi.. 

THE CHAIRMAN: If that does not occur, 
would you agree that there is a distinct possi- 
bility of losing about 56,000 barrels per day of 
export to the St. Paul area? 

MR. WHITE: Petit nieeoo,. bir. Chapman , 
That is a peculitar este where refineries do not have 
a really enone alternative. That is not going to 
remain. It will have to be worked out some way. 
I don't know how, of course, 


THE CHAIRMAN: You feel confident that 
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that export will continue? 

MR. WHITE; tf think that is the only 
realistic view you can take of it. The only ques- 
tion is, how much will it increase, because the con- 
sumption is going to increase in that area. 

THE CHAIRMAN: RI2hG, This increase that 
you speak of, of 90,000, those are really increases 
that could result from properly directed moves on 
the part of industry itself? 

MR. WHITE: I believe that is true. 

THE CHAIRMAN: Working in cooperation 
with each other? 

MR. WHITE: Working in cooperation with 
each other, yes. How to get that matter started 
is a little bit indefinite, I should think the 
government might have an interest in convening a 
meeting of industry to discuss ways and means to 
achieve this end. 

THE CHAIRMAN: Thank you very much, sir, 

Mi. PATIELLO: Which government do you 
have in mind? 

MR. WHITE: I think there is only one 
government we can consider here, the Federal Govern- 
ment. 

MR. FRAWLEY: Mr. Chairman, yesterday at 
page 4991, you put this question to Mr. White: 

“Dowyou,y en your refining operations 


"in Montreal, make a better net return out 
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"of your manufacturing and marketing of 
"foreign crude than you do out of Canadian 
"erude?" 

Mr. White said, and I am afraid I must read 

his answer, which is not too long: 

"Well, there are widely varying 
positions, depending on competition and 
other things. Mr. Frawley attempted to 
do something with the tank waggon prices 
boeeOther Gay. and tt ts vdifiieul: to de 
so unless you take a complete balance of 
all your operations. We hunted around 
and got some figures on the een opera- 
ti0n.and, actually, it is Montreal plus 
the Maritimes, because both those areas 
are served by foreign crude, and last year 
(which was a good year) we made a net return 
of 7.3 per cent of our capital employed. 

"Now, I have in mind, if you so wish, 
leaving the skeleton of that calculation 
with you and we would be glad to develop 
it further with you, as Chairman of the 
Commission. ido nov think we would like 
to discuss the details because there are 
some competitive pieces. 

"The total company earnings last year, 
as you will see from the annual report, 
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of capital employed. That includes pipe 
line, tankers, petrochemicals and every- 
thing else. 

"So there is grave doubt, in my mind, 
that the Montreal refinery has very much 
to play with in the way of excess profits 
Over cosus,, 

"The Chairman Would you have any ob- 
geetbion to Tiling that information with the 
Chairman of the Commission? 

"Mr. White: Veryoe lad’ to,- ir. Chairman s" 

Now, I would like to suggest, respect- 
fMuidy Mie. “Chalrmans® that) it ils important to have 


a refinery spread at Montreal and the refinery 


ficially at least, comparing the cost of laid-down 
crude with tank waggon prices, it would appear to 
be a longer spread up at Montreal than at Clarkson, 
which was the refinery I was using. 

I am only suggesting that I would like the 
Commission to consider extending its request to Mr. 
White -- while I did think that your question was 
quite wide, sir, if I may say so, it was directed 
to just what I have in mind: 

“Do you, in your refining operations 
in Montreal, make a better net return out 
of your manufacturing and marketing of 


spread at Sarnia, to make that comparison. Super - 
foreign crude than you do out of Canadian crude?" 
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Now, that implied the comparing of Sarnia, 
we will say, with Montreal, and I would simply like 
to leave it that way, sir, and, taking the case of 
B-A, which refines in Montreal and at Clarkson, 
there would be a comparison there, too; and McColl 
refines at Montreal and Port Credit. 

Pcuninkg Gigs 282 comparison, sir, that 
is important, and I would like to leave that sug- 
gestion. 

THE CHAIRMAN: I am sure that Mr.White 
and his organization will be very glad to give the 
Chairman of the Commission that information, if 
and when the Commission feel that it is desirable 
in the formulation of the recommendations which 
it may be called upon to make with respect to 
the question. IT am sure I can leave that to 
Mr. White. 

MR. WHITE: I certainly agree with 
that, Mr. Chairman. 

THE CHAIRMAN: I think that meets your 
point, Mr, Frawley? 

MR, FRAWLEY: Yess vindecd, sir’. 

THE CHAIRMAN: Are there any further 
questions, Mr. Pattillo? 

MR. PATTIGLO: No, thank you, Mr. 
Chairman. 

THE CHAIRMAN: Well, Mr. White, the 


Commission is very grateful to you and your 
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colleagues for the excellent brief and submission 
which you have made to it, which obviously has been 
prepared with a great deal of care and has been 
most helpful. The fact that you came here to 
Calgary with so many of your directors and top 
executives is testimony of the seriousness with 
which you have applied your organization to help 
the Commission in its work, and we deeply appre- 
ciate what you have done. I want to thank you 
very much, on behalf of the Commission. 

I know that, if and when, at our Toronto 
hearings, between now and then, if we feel there 
is further information which would be more proper 
to put publicly on the record than obtain other- 
wise from your organization, I am sure you will 
have no objection to having somebody come at 
that time, appear before us to give us any 
supplemental information. 

MR. WHITE: We would be pleased to, Mr. 
Chairman. Now, may I have one or two minutes? 

THE CHAIRMAN: Certainly. 

MAR ae WHITES So many things have been 
Said, over the. course of these hearings, that I 
would like to make a few observations, if I may, 
and hope it is not a burden to the Commission, 
because what we are trying to do is give views 
which we think might contribute to your delibera- 
tions. I would like to close our submission with 


some general remarks. 
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During the past several days, we have reviewed 
many facets of a complicated problem, made even 
more difficult by the technical and logistical 
Tacrors: 2nvolved. 
The views expressed in our Brief are 
not directed against specific pipe line project, 
but are devoted to a consideration of the under- 
lying problem of gaining entry to a new and remote 
market. The Montreal market is something we have 
been considering for a long time. 
Perhaps for a moment we could wipe out 
all the outlet figures and look at the problem 
in its total perspective from a national standpoint. 
During 1957 Western Canada oil production 
averaged some 6 percent higher than during the 
previous year. However, during the past 6 to 8 
months outlet has declined sharply. Nevertheless, 
during the same period land under lease and reserva- 
tion (the basic measure of exploration acGivity) 
has increased very sharply. Furthermore our 
estimates show that total crude production tnis 
year will be only some 8 percent lower than during 
1957; a year when the Suez crisis created unusual 
demands on the western hemisphere crude oil supplies. 
It is under these conditions that we are 
considering the national aspect of increasing market 
OuLlec by, some 50 percent, i.e. 500,000 to say 


(ea eee Bs through some form of government support. 
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AS a Company we would benefit disproportionately 
from immediate market outlet but experience has 
taught us to take a longrange view of all aspects 

of the problem. Even in a relatively short term 

we have gone through a cycle of short and oversupply, 
through premiums for crude and products: to discounts 
which prevail today. 

Consequently, in addition to the marginal 
economics of the Montreal market, we look at the 
following factors:- 

First of all, the petroleum industry cannot 
isolate itself against the general economic recession 
that is affecting all industry in Canada to a 
greater or less degree. 

pecondly, no action on Ghe part of industry 
or Government can increase the demand for refined 
products and by corollary, the demand for crude oil. 
We can only displace other sources of crude Ons 
sources on which Canada has traditionally depended. 

Thirdly, and perhaps most important, the 
oll problem is an integral part of a much larger 
problem which concerns Canada today. The well 
being of our economy depends largely on our ability 


to export material and to import capital for develop- 


ment. 
Under these circumstances, it does not appear 
that the timing is ripe to commit the industry or the 


nation to the heavy investment and increased a oy 
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in our resources system which would be required by 
the Montreal proposal, 

This still may prove to be the only 
acceptable solution but it should not be decided in 
the case of oil or other commodities with the total 
problem of entry into logical U.S. markets is more 
fully explored. These markets must be explored, not 
as a matter of short term expediency, but as a matter 
of long term agreement. 

The oil industry and its individual members 
have a first obligation to make the maximum use of 
current markets with a full sense of national 
responsibility. In this as well as the broader 
aspects we believe the Commission's investigations 
can be of outstanding value. We appreciate the oppor - 
tunity of presenting our views and the heipful 
attitude that has been present during these hearings. 

THE CHAIRMAN: Thank you very much indeed, 
Mr, White. As I stated, the Commission is Very 
grateful to you and your colleagues. organization; 
we appreciate your coming here and the help which 
you have been to us, 

MR, WHITE: Thank you very much, 

Mh, FATEILEO: Mes Chairman, Iam going to 
Suggest that we now interrupt for a few moments the 
line of thought which we have been pursuing. The 
National Coal Operators! Association, which has its 


head office, I believe, in Washington, some months 
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ago suggested that they would like to present 
their views to this Commission, and their sugges- 
pron has “péen taceeoted. Mr. .Hald, one. ofthe 
counsel, is here today, as are the members of their 
group, and because of Mr. Hall's personal commit- 
ments it will be impossible for him to be here 
when we take up the brief in the ordinary course 
of events, which will be later in these proceedings. 
We have therefore suggested that if it would be a 
convenience to Mr. Hall we would be glad to have him 
come forward with his group, introduce them to the 
Commission now, and I think he wants to say a few 
personal words because of the fact that he will not 
be able to be present at a later time. 

THe CHALRMANS That is quite sSatistactory 
to ce Commussien, Ls Mr, Hall present? 
MR. HALL: Yes. 

MRS UATTILLOY 7 thank, 2. Chairnan, 
where we have the brief, written brief, before us, 
tio On cle firey appearance Of any representative 


5 


of the Association the brief should be filed, and 
iL am suggesting that it be filed CC-/-l1. 

Wa, FALLS Me, Pattilio, that will be 
done, and I would like to ask, if I may, your 
advice on whether copies should be made available 
in general or wait until Friday when the presenta- 
tLonw La made. 


MR tPA luLOs Once Le ise Pitted 1G can 


Nivtong ot oat t blow ysht Sad Partoggee Gee 
mane oir J DOs ,foloe tnd? ale ee abate Beds 
o 9r@ ,/ LRH 4h. .betqsove ieee @a0 16LF 

Srens as sree nf Sts: ons ep .Yebos aden el . feernvoo 


Hal aye. BOS T3od liek oo enteied ONS” qucth 


stic ony Gu BuzT ew oSriw 


rs 
& 
ts 
4 


| 

) 

) 

| 

| 3 6 ” oF wie wo sidfeeognt sf Ei of ernsn 
(liv AcLaw ,elnevs We. 
| ON i* tect badsenitry seetevett ever sW 

: 7 ) ) Bein © tie fet (4m oF Bon4slnevitce 

BS, 

— newvitot chien ate Cin Asawseld “Semon 

re wt HALAY? D Bete woul Molen tame) 

; - ; 

) ect Vo sedated nonow Lescotsg 

us Qjsearq’ su OF Bits 42 
orl 4? :WAMRIAHO BHT 


) ne . CleN at eat J Aetaebetied ont of 


THM L Le R wares I ro ITTAL .AM 
uy STroTSs qi sitive ial fais SVS Sw eiysrny 
TE AT Vo lo epnetaegqge Jett Gifs no Jsag 
; if PlwHca Behar si *“rolgselsoe@ak wolt 6 
| : ft. | S541'% tit lpit grifvesanua me T 
‘in Md i oties ‘6% 637) 2 CAH soir . 
5 ' wit 2. Gy asa of eff Bivow 1 Bro saad 
| ae avr el id i iwere ealqes “Sshiijenw no So lvoe 
| ees ret nory Vebiet tite Bidets tereneg ct 
| ~obam af aot? 


ho J) bell) of 2% ent 08ST me 


O35 
ANGUS, STONEHOUSE & CO. LTD. 
TORONTO, ONTARIO 


become public property. I thought, because of some 

commitments you might have made, that that is what 

we should do to relieve you of any embarrassment, 
MR. HALL: Fine. That will be entirely 


satisfactory 


oe 


---EXHIBIT NOPeCC- (a1 & DUM SStONn Of National Coal 
ASSOCIATION. 
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Submission of 


: “NATIONAL COAL ASSOCIATION 


APPBRARANCES: 
Robert £, Lee Hall - General Counsel, 
Nationat, Coal Association 
Jerome J. McGrath - General Counsel, 


Fuels Research Council,iInc. 
MR. HALL: My name is Robert E, Lee 
Hall, and I am general counsel of the National 


y 


Coal Association. The NCA is the trade organiza- 
tion of the bituminous coal mine owners and 
operators of the U.S. representing approximately 
two-thirds of the commercially produced bituminous 
cod. in Our counbry. 

I am also general counsel of the Bituminous 
Coal Institute, secretary of Fuels Research Council, 
and vice-chairman of the Mineral and Natural Resources 
section of the American Bar Association, 

I appeared vefore this Commission on the 
opening day here in Calgary on February 3rd and 
asked permission to present our views on some of the 
problems under consideration pursuant to the 
terms of reference under which you operate. After 
an excnange of correspondence we were advised that 
our appearance was scheduled here on Wednesday, 
May 7th. Our brief has been duly filed and, I 
understand, duly received by the Commission. If 
appropriate, although not in toto today, I would like 


CO Tile cour statement Tor the record. Our original 
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plan was to make a tripartite "team" presentation 
whereby I would outline the basis of our participa- 
tionin these proceedings and two exports in U.S. 
Federal Power Commission proceedings would cover 

our experience with problems) relating to rate-+ 
making, conservation and infirmities in the Natural 
Gas Act. 

However, on arrival Monday in Calgary, 

I was advised that your crowded docket made it 
necessary vO. schedule us.on Friday, May Oth, 
Unfortunately, important prior commitments in the 
U.S. on that date make it impossible for me to remain 
over and carry out our plan for an orderly "team" 
presentation. This problem was discussed with your 
staff and an arrangement was made for me to make a 
brief appearance today to explain our aims and 
purposes in these hearings. For purposes of emphasis, 
I wish to acknowledge that I agreed to be brief, 

very brief today, even at the expense of by-passing 
some things I might otherwise want to say, and I 
intend to honor this ‘gentleman's agreement" as to 
brevity but not without expressing appreciation 

for this opportunity to rearrange the order of our 
presentation due to the exigencies of the situation. 

On, Holday youwidishéar irom aniouteabanding 

rate expert, Mr. Melwood W. Van Scoyoc, who has 

had sixteen years of experience as a member of the 


staff of the Federal Power Commission and who now, 
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as arpubiiec utility consultant, uetis<an acknowledged 
expert in the mysterious lore of the public utility 
rate-making processes of our regulatory agency 
governing interstate natural gas pipelines, The 
other member of our team will be Jerome J. McGrath, 
principal trial«counsel for the coal, railroad and 
labor intervenors in Federal Power Commission 
proceedings. Mr, MeGrath will cover points relat- 
ing to conservation, interruptible sales of natural 
gas) Goeindustrysandocertaincinfirmities imnevhe 
Natural Gas Act. The composite views to be expressed 
in our tripartite presentations have the endorse- 

| ment of the NCA, FRC, ANI and the UMWA. 

It will be my purpose today briefly to 
outlines the basis of our participation in these 
proceedings by defining the purpose of our appearance, 
andtidentitying! our) interests therein: 

The vital interest of the United States 
bituminous coal industry in all aspects of natural 
gas competition is, of course, common knowledge 
in the States and, perhaps, in Canada as well. 
Unfortunately, however, the reasons for this 

necessary interest and concern are neither universally 
appreciated nor fully understood. The many 
competitive advantages enjoyed by the natural gas 
industeyoares; for the most) parts. .the product: of 
shortsighted legislation enacted (1938) without 

any serious attempt to consider the prospective impact 


of this new fuel competitor upon other fuel industries 
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or upon our available fuel resources. By its very 
navurey natural. gas has» characteristics which 
probabiy-require the vestiture of natural gas 
companies with some monopoly rights and privileges. 


4 


However, this is not to say that this can only be 
done at the expense of competing fuels and without 
proper recard: for the necessity.of preserving 

the free competitive enterprise system. 

Our free enterprise coal.industry has 
suffered enormous losses because of the competitive 
advantages casually bestowed upon the infant natural 
gas industry by the Congress in 1938. Your nation 
now stands at the same threshold of our 1938 lost 
opportunity. Fortunately, your Government, tnrough 
the extensive enquiry of the Royal Commission on 
Enersy, is wisely seeking all possible pertinent 
faces. prior vo final establishment. of. a Canadian 
Nepwork or matvural pas pipedines. for domestic 
consumption and prior to committing Canadian natural 
fee Meserves to any unwise foreign.use., The folly 
of our extravagant expansion and wasteful use of 
natural gas is demonstrated in our reserve gas 
supply situation, The diffe index of American natural 
gas reserves has fallen each year for the last twelve 
years and now stands at only 21.4 years! supply 
based upon present rates of consumption. This is 
obviously. below a) pert) poiny from tue jovera lt 


puibLiC interest point-of} view. 
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it Lo Our purpose TO Dring to you today 


1 fe JL. 


and Friday the benefit of the United States coal 
industry's twenty-year experience under the 
Natural Gas Act in the belief that the Canadian 
people can, and will, profit from our experience. 
We have an immense stake in any policy 
recommendations which may be made by your 
Commission whether it affects the disposition 
of natural gas in Canada or natural gas for export 
purposes. LU iS ‘a Matter OF public record that 
we have participated in recent Federal Power 
Commission proceedings as opposition intervenors 
with respect to the proposed Canadian export of 
natural gas to Midwestern Gas Transmission 
Company. The opposition intervenors included 
National Coal Association, Fuels Research Council, 
iInec., United Mine Workers of America, Maher 
Coal Bureau, Anthracite Institute, Chesapeake 
& Ohio Railway Company, 


P) 


Midwestern Coal Producers 
Institute, Truax-Traer Coal Company, Baukol- 

Noonan, Inc., and Dakota Collieries, Ine. The 
proceedings have taken up 143 hearing days 

covered by 21,074 pages of testimony and 789 
exhibits. In the light of this formidable record 

I hasten to assure you in advance of our presenta- 
tion on Friday it will not be our purpose to retry 
or argue again tne coal case on export! The Federal 


Power Commission record is available to this 
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| Commission -- our only suggestion is that the 
coal testimony in the Federal Power Commission 
proceeding will make interesting and useful read- 
ing for Commission members and Staff. TI have 
with me a sufficient number of COoples Of our 
Federal Power Commission brief on Canadian gas 
for each Commission member and the Staff if you 
are interssted in, thus, phase of che export question, 

Our principal concern therefore, is 
centered around your prospective policy recommenda - 
CLONS, in the energy field. what. vou-do may have a 
peotround ~frect upon oun interests: im the U.S, «- 
and may vitally affect our substantial interests 
in Canada. 

Canada and the bituminous coal industry 
of the United States have long had a mutually 
profitable relationship. 

The advent of natural gas into coal's 
traditional markets in C nada should cause deep 
concern to thousands who see their employment 
and their future threatened. 

Canadians have purchased coal from the 
United States out of hard economic sense. They 
needed a reliable, dependable, economic fuel. 
United States coal met this need and continues to 
meet it. It has powered Canadian industry and warmed 
Canadian homes through generations of Canadian 


progress. This need is not over as indicated in 
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the recent Gordon Report where in it is stated 
that a gap in the energy supply will open in the 
future-as, supplies of o11 and gas disappear. Coal 
Wiilteecein Pe expected to Til? this gap, 
Canada will continue to need coal -- need 
it far more than, in her present preoccupation with 
he possibilities of natural gas, she may now realize, 
We oelieve that the continued health and 
welfare --)the essential vitality \-<s6f the United 
etaves coal industry i6\a matter of utmost 
importance. to, botheqvour tiation and ours. Any steps 
affecting the present balance should be weighed 
carefully before legislating in the natural resource 


ield. 


Fy 


AS representatives of United States coal 
interests, we are naturally concerned by the 
threatened loss of important markets in Canada but 
we do not appear before this Commission to argue 
that it has a duty, as such, to prevent threatened 
injury to the coal producers of the United States. 

We do believe, however, that it is in Canada's 

own self-interest to preserve a continued, dependable, 
reliable source of coal from the nearest and most 
economical location -- the United States, Moreover, 
we believe that avoidance of some of the mistakes we 
have observed in the operation of our Natural Gas Act 


can serve to guide your Commission in the formulation 


of the recommendations it will make in the enerey fleld. 
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To this end, we have gratefully accepted 
the invitation extended across the border and 
are participating in the hearings today and on 
Friday. 

Conclusion: nese ave: the “reasons! 
for our decision to participate here. We sincerely 
believe that our experience with an infant industry 
grown overnight into maturity of giant proportions 
Pe werevanit, LO MOU Gul ry.. As 1 Said earlier, 
"Vou stand ab the threshold of your lost opportunity”. 
It will be the purpose of our team on Friday to 
demonstrate that you have the opportunity to provide 
for the general welfare of your nation by establish- 


4 


better balance in your fuel economy than 
Pas peem the produce of our iesisilation in the energy 
field. 

IL promised to be brief. I trust that 
in concluding now, I have fulfilled that promise 
and not overstayed my time. 

I wish to thank the Commission Staff 
and the mempers of the Commission for their 
generosity in permitting me this brief hour up 
on the stage. 

THE CHATRMAN: Thank you very much, Mr, 
Mad, The Commission and Staff regret very much 
the inconvenience to which you and your associates 
have been put by this unavoidable rescheduling of 


your time before the Commission, I am sure you 
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appreciate 10. DL am@scery you. cannot be here on 
Priday, but we understand. We know, however, that 
with Mr, McGrath the members of your Commission 
Wild«pe@eim good hands. 

MR, HALL: I thank you for your courtesy. 
I will miss being here on Friday for two reasons: 
I would wish to participate as a team, and I hate 


to leave your beautiful and wonderful country. 


---4 short recess, 


THR CHAIRMAN: Gentlemen, the Commission 
Winkl Tow resume "Lvs hearine: “Mr. Pattilio? 


MA. @PATTILLO: Thank syou, Mr) ‘Chairman. 
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PuDMeSSion of 


McCOLL-FRONTENAC OIL COMPANY LIMITED 


APPEARANCES: 
Me) BN, i ey - President 
Me, AG vargunarson - Vice-President, Refining 
Me. W.C. Howells - Vice-President, Producing 
Mole D, tie, bentasy - General Counsel 


MR, PATTILLO: Mr, Chairman, we are 
now going to receive the Submission of McColl- 
Frontenac. We have their brief filed which I 
suggest be marked CC-7-2. The list of the personnel 
of the company appearing has been submitted to the 
COMmMnesi ones Lando wind wsk’ Mery Gidiley, the 
president of the company, to introduce the members 
of Hh Sagroup Topsous 

Mn, DOLGeEYsee Thank wou Meio Pattiilo:; 

Mr. Chairman and members of the Royal 
Commission on Energy, as president of McColl~-Frontenac 
Lined. wisheto thankeevyou for your invitation co 
appear nere Today. Hien accompanied, by.6 Onymyurient. 
Mr. A.G. Farquharson, vice-president and a director 
of the ca Refining, and byoMry WwC. Howells, 
ViCe=preriient arr roducine.. and) on niyykerteMr . DIF. 
Bentley, general counsel for the company. 


Our Submission, which is addressed to 
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two subjects, will be read by Mr. Howells, who 
Ve UM resideny Vice-president in Cad cary, 

THE CHAIRMAN: Thank you, Mr, Lilley. 

Mr. Howells, will you proceed, please? 

MR, HOWELLS: The following submission, 
presented at the invitation of the Royal Energy 
Commission, is addressed to two subjects: proposals 
for the extension of pipeline facilities to carry 
erude oil from Western Canada to Montreal, and 
proposals for the eréation of an Energy Board. 

1 -- Recommendations: The recommendations 
of McColl-Frontenac are: 

1; YVhat it would be imprudent at this 
Ve CO. UStiCe UpOn. Construction of a pipeline to 
carry Canadian crude oil to Montreal as a means of 
correcting the present difficulties of Alberta crude 
oil producers. We believe that these difficulties, 
which are serious at the present time, are of 
short-term character. In our opinion, Alberta crude 
Will find substantial and prowing outlets in natural 
markets which are less distant than Montreal, 
Further, we are concerned that if a large-scale 
investment were made in a pipeline to Montreal, 
the steps necessary 5o protect such investment under 
changing conditions would imperii the rlexibilicy 
dng) GiiveLency of whe petroleum industry, and 
could increase unnecessarily the cost of petroleum 
products to consumers in certain areas of Eastern 


Canada. 
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en Tet ihe Canadian national interest 
requires no new governmental functions pertaining 
to the petroleum industry, and that establishing 


a National Enercy Board would encourage the en- 


croachment of political and sectional considera- 


tions upon economic factors in regard to the PMCUSUDY « 
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In reviewing these problems, McColl- 
Frontenac has started from the premise that the 
petroleum industry nas a responsibility to do 
its full part in the continuing development of 
the Canadian economy as a whole. While our 
recommendations are negative in form, it is our 
opinion that they are positive and constructive in 
substance. Governmental intervention of various 
kinds often appears to be the most direct way or 
achieving certain objectives. But it is our 
opinion that increased governmental involvement would 
tend to weaken rather than to strengthen the 
petroleum industry as well as the CONCELOU CLOW 2m 
can make to the economic growth of the country. 
We believe that the record of tne petroleum industry 
in Canada during the past ten years illustrates that 


ps 


can operate most capably under the guidance of 


bee 


cher 


private initiative. 

II - McColl-Frontenac's Position in 
the Industry: Our Company is one of the larger 
units of the Canadian petroleum industry, 
particularly in regard to refining and marketing 
activities. We have been active in the petroleum 
business in Canada as a chartered corporation 
since 1927. Our predecessor companies were in 
operation well before the end of the Loch Genvury. 


McColl-Frontenac currently sells petroleum 


products in all Provinces except Newfoundland. 
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During 1957 our sales of petroleum products amounted 
to approximately 76,500 barrels daily. We operate 
relinerves at. Montreal, Port Credit, and Edmonton, 
with erude runs to stills averaging 81,200 barrels 
daily ain 1O57. 

In addition, we have producing interests 
in Western Canada. Tn.1957 our Canadian crude oil 
production was a»out 6,100 barrels daily. The 
Texas Company, which owns approximately 65% of 
MeColl-Frontenac's outstanding common shares, has 
suostantial other producing interests in Western 
Canada, mainly in Alberta, which accounted for about 
35,600 barrels of Gedy Crude ‘oid product? on. in JO57. 

McColl-Frontenac has an 18% interest in 
the Portland-Montreal crude oil pipeline system, 
Wii Sawtapeci oy of 253,000 parrels daily, and a 
33 1/3% interest in the Trans-Northern pipeline, 
with 65,000 barrels daily capacity, which extends 


(com Montreal to Toronto, Hamilton, and Ottawa. 


IIIf -- The Growth of Canada's Petroleum 
Industry: in order to provide historical per- 


spective, we present in the immediately following 
pages a series of charts, showing broad outlines 

of thevinoustry in 1930, 1940, 1950, and 1957. The 
upper charts, for the respective years, show the 
changing pattern of petroleum supply. The lower 
charts snow the growth and geographic distribution of 


petroleum demand and refinery runs. The data reflected 
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in Ghese charts will ve found in Exhibits A-1 and 
A-2 respectively, of the brief. 

From these charts three points in 
particular become apparent: 

1. Especially in recent years, there 
has been very rapid growth in Canadian demand for 
petroleum products. In 1940 domestic petroleum 
demand in the whole of Canada amounted to 161,000 
barrels daily. By 1950 it had more than doubled, to 
370,000 barrels daily, and in the following seven 
years was ,again about doubled, reaching 738,000 
barrels daily. ‘Ine increase in this latter period 
was at an average rate of 10.4% annually. (In the 
United States during the same period domestic 
petroleum demand was increasing at a rate of 4.4% 
annually. ) 

en bectrtcularly im 1O50-57, there was 
rapid growth in demand and in refinery runs in the 
areas Of Ulnada to the west of the Province of Quebec, 
Demand in this area increased from 243,000 to 482,000 
barrels daily, and refinery runs from 165,000 to 
376,000 barrels daily. (Comment concerning future 
trends in this area will be made later in the 
submission. ) 

3. AS soon as Canadian crude became 
available in quantity, the industry moved rapidly 
to make space for this new supply, primarily in 
C.nada but also in export markets. As a result, 


Canadian crude production grew from about 80,000 
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TORONTO, ONTARIO 
parreils daily in 1950 to over 500,000 barrels 
daily in 1957. We wisn to emphasize that the 
construction of new transportation facilities 
and the other adjustments in the structure of 
the Canadian industry necessary for this rapid 
expansion of Canadian crude output were carried 
through by private companies on the basis of 


private initiative. 
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IV. Present Canadian Crude Oil Production: 
No one would wish to minimize the serious problems 
created for Alberta producers by the recent declines 
in crude oil nominations. At the same time, any 
formulation of long-range policy necessarily has 
to be based on basic trends in the Canadian pro- 
ducing industry rather than on the immediate situ- 
ation. 

As a starting point, it must be empha- 
Sized that current Alberta nominations reflect a 
number of immediate adverse factors. Firstly, 
Saskatchewan production increased from 58,000 
barrels daily in 1956 to 101,000 barrels daily in 
1957, which was by far the sharpest increase re- 
corded by that Province, and which displaced a com- 
parable volume of Alberta crude. Also, our own 
operations indicate that the business recession and 
the mild winter have somewhat slowed the growth of 
market demand for petroleum products. Unfortunately, 
Statistical data on demand, pelinery rune, and in- 
ventories are not precise or recent enough to permit 
exact estimates of the influence of these factors. 

Until the sharp drop in production, of 
recent months, Canadian crude oil production as a 
whole has been growing for several years at a rate 
unmatched in any other major producing are of the 
world. Canada's crude oil production in 1957 was 


more than twice that of 1953 and nearly twice the 
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rate even of as recently as 1954. Iran was the only 
other country where such rapid proportionate growth 
occurred in the same period, but the trend in Iran 
is distorted by the 1951-4 shutdown. It is true 

of course that in the early postwar years, when 
Canadian producibility was still small, other 
producing areas showed faster relative growth. 

Data on crude oil production in major producing 
countries are given in Exhibit B. 

Another significant fact is that while 
Canadian production has continued far below pro- 
ducibility, notably in Alberta, comparison between 
production and reserves shows a relatively favour- 
able pattern. 

Canadian crude oil production in 1957 amounted 
to 5.65% of estimated year-end reserves. This is not 
an unsatisfactory showing for a relatively new pro- 
ducing area. In Venezuela, where production and 
market outlets are of much longer standing, the com- 
parable ratio for 1957 was 6.34%. And in the United 
States, where production is now considered very high 
relative to remaining petroleum resources, the ratio 
in 1957 was but 8.09%. Computation of these ratios 
is shown in Exhibit C. 

These facts tend to support the conclusion 
that, from its inception and through most of the 
year 1957, the Canadian producing industry made 


impressive progress in finding outlets for its 
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growing supplies, relative to the trends in other 
areas, until current short-term factors began to 
impinge upon nominations, 

The next two sections of this submission 
concern probable outlets for Canadian crude oil in 
the years immediately ahead. 

V. Future Outlets for Canadian Crude Oil - 
The United States Market: It is our opinion that, 
due to transportation costs, the economic market 
for Western Canadian crude comprises the North- 
Central and North-West areas of the United States, 
and the Canadian markets to the west of the Province 
of Quebec. 

Exports of Canadian crude oil to the United 
States did not become significant in volume until 
1955. The following table shows the volumes since 
that time, divided between the North-Central area of 
the United States and the United States West Coast. 


U.S.North-Central U.S.West Coast Total 
'000 barrels daily. 


1955 15 34 46 
1956 50 67 ey 
ADT 56 72 ‘We: 
January ,1958 73 52 125 


The current decline in Canadian crude oil 
exports to the United States is partly due, of 
course, to return of normalcy following the situa- 


tion a year ago when the Suez crisis was providing 
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additional outlets for Canadian crude. The extent 
to which these exports have also been affected by 
the United States "voluntary" restrictions program 
cannot be measured precisely. 

While no significant estimates can be 
made regarding possible modifications of the United 
States petroleum imports policy within the next 
twelve or twenty-four months, it is our opinion that 
the United States will be compelled, by the very 
early 1960's, to liberalize the present policies. 

During the three years 1955-7 an average 
of 55,300 wells was drilled annually in the United 
States, 31% more per year than in the preceding 
eight years 1947-54. Yet the average of new oil 
reserves found annually in 1955-7 was 12% below 
the annual average in 1947-54. To anyone familiar 
with oilfield operations, these trends clearly in- 
dicate levelling off of production potential. 

In a study prepared last year, the Petro- 
leum Department of The Chase Manhattan Bank, of 
New York City, estimated that the petroleum require- 
ments of the United States would reach 11,200,000 
barrels daily in 1961, and 14,300,000 barrels daily 
in 1966. 

In evaluating whether these needs could 
be met under continued stringent import policies, 
The Chase Manhattan Bank study made the following 


Significant analysis: 
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"We have predicted that domestic demand by 
1966 will grow to approximately 14.3 million 
barrels per day. And we are now faced with 
this question: Is it plausible to believe that 
domestic production can continue satisfying 90 
percent of the nation's tremendous thirst for 
oil? To achieve this objective and maintain 
our present reserve capacity, we would have to 
find one and a half barrels of oil for every 
barrel produced. Based upon the demand outlook 
as we see it, cumulative consumption of domestic 
erude oil in the next decade must total 338 billion 
barrels. Gross additions to reserves, therefore, 
Would adg@ up Go 5/7 Dillion barrele. That mearis 
we Ought to find 4.5 billion this year and 
gradually boost our discovery rate up to 7.1 
billion by 1966. If recent drilling results 
continue, a total of 1.2 million wells would 
have to be drilled in the next ten years, rang- 
ing from about 86,000 this year up to around 
165,000 an 1966, ” 

This study concludes that United States 
production cannot reasonably be forecast at above 
9,600,000 barrels daily for 1961 and 11,000,000 
barrels Eee for 1966, indicating net import re- 
quirements of 1,600,000 barrels daily in 1961, and 
3,300,000 barrels daily in 1966. This compares 


with a net imports rate of about 1,000,000 barrels 
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daily into the United States in 1957. The above 
analysis LS objective, in our opinion, and ,in keep- 


ing with the realities of petroleum exploration and 
Drocuction. 

If marked change can be expected in 
United States petroleum imports policy, what is 
the size of potential market that could be ex- 
pected for Canadian crude? 

Another study by The Chase Manhattan Bank 
forecasts requirements for crude oil in the West Coast 
area of the United States to be 1,950,000 barrels 
Oeil yeotor O66. (Production .in Califormie at that 
time is envisaged at being about the same as the 
1956 level, namely, 1,040,000 barrels daily, while 
supplies of crude oil to the area from other sources 
within the United States are estimated at 250,000 
barrels daily. These estimates indicate a deficit 
of the order of 660,000 barrels daily which would 


have to be covered by imports. This compares with 


the actual deficit of 179,000 barrels daily in 1956, 
We do not wish to imply that all, or even 
the major part, of this West Coast) deficit will be- 
come an assured market for Canadian crude. This 
will depend particularly upon relative delivered 
WoL ces Of olner clishore crudes. . Also, 10 is not 
inconceivable that additional pipelines could be 
built into the West Coast area from inland United 


States producing centers. 
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However, 10 is our opinion, as stated, 
that well before the year 1966, the United States 
Government will have liberalized its petroleum 
imports policy in order to conserve remaining 
domestic petroleum resources, Under such condi- 
tions, normal economic forces will tend gradually 
to contract the market area of United States crude 
oil, back toward the producing centers. Canadian 
crude oil should be in a strong position, therefore, 
to compete for this large West Coast import require- 
menty, particuiarily in the northern, part of. the 
West Coast where transportation factors are most 
favorable, 

Prospects for expanded outlets for Canadian 
crude oil are even more encouraging in the North- 
Central areas of the United States. We wish to con- 
Sider first the three-state area of Minnesota, 
Wisconsin, and Michigan, which in 1956 consumed 
approximately 670,000 barrels daily. This area has 
limited indigenous production -- about 29,000 
barrels daily in Michigan -- which is based on 
small reserves and is expected to decline. 

Analyses of population trends and trends 
in per capita utilization of petroleum in this three- 
state area indicate that in 1960 its petroleum de- 
mand will be about 80,000 barrels daily above the 
1956 level, and in 1965 will be 210,000 barrels 


higher than in 1956. 
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Due to geography and transportation fac- 
tors, this inland market is one in which Canadian 
oil is in a position to compete strongly. Hence, 
under the revised American petroleum policies 
which we believe to be inevitable, a substantial 
access to this market should develop. We believe 
it is realistic to envisage Canadian crude oil 
supplying not only the incremental demand which 
will develop, as indicated above, but even beyond 
that, making significant inroads into supplies of 
United States origin which currently supply the 
bulk of demand in the area. 

At a somewhat later time, we believe the 
opportunity will develop for penetration of Canadian 
oil into the even larger markets of three adjacent 
Svaves:.,0nlo, indvana and Illinois, “Petroleum 
demand in this area in 1956 amounted to over 
1,000,000 barrels daily. There is somewhat larger 
local production in this area -- approximately 
eiO, O00 barrels daily in 1956 -- but again the 
crude oil reserves are inadequate to support any 
expansion of production. We estimate that, in 1965, 
demand in this area will reach a total of 1,336,000 
barrels daily, which is 310,000 barrels daily above 
1956. 

Demand and production data for these 
North-Central areas of the United States will be 


found in Exhibit D, together with the above forecasts 
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of demand. 

VI. Future Outlets for Canadian Crude 
Oil - The Canadian Market: The previous section 
outlined the strong growth in exports of Canadian 
erude oil to United States markets, expected in 
the years ahead. This section will deal with the 
expansion which we foresee in Canadian markets 
for Canadian crude oil. 

The recently released Gordon Commission 
Report forecasts that between 1955 and 1965 Canada's 
population will increase by 3,000,000 to 4,000,000, 
and that Gross National Product in constant dollars 
will increase at a rate equivalent to about 3.8% 
to 4.3% annually. This latter estimate compares 
with the actual growth in Gross National Product 
which occurred between 1950 and 1957, which was 
at a rate of 4.3% annually. 

It is our opinion that economic growth 
4n Canada at the rate envisioned by the Gordon 
Commission Report would result in growth of petro- 
leum demand at a rate of approximately 6.3% annually 
during the period 1957 to 1965. This would mean 
that by 1965 petroleum demand would be at a level 
of 1,200,000 barrels daily, compared with the 1957 
level of 738, 000 barrels daily, an increase of 
462,000 barrels daily. 

It was noted earlier that petroleum demand 


in Canada increased between 1950 and 1957 at an 
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average annual rate of 10.4%. In developing our 
forecast of petroleum demand growth from now to 

1965 we have given effect to a number of special 
factors, which will tend somewhat to slow the growth 
of petroleum demand, relative to the postwar period 
to date. The three most important such factors are: 
first, the growing use of natural gas for domestic 
and industrial purposes; second, the fact that the 
Major part Of the conversion to petroleum fuel for 
space heating has now been accomplished; and third, 
the substantial degree to which mechanization of 
Canadian agriculture has been completed since the war. 

Although the growth of petroleum demand 
foreseen from now to 1965 is at a smaller percentage 
race than in recent years, 10 is still a very rapid 
growth,compared for example with the 3% to 4% growth 
rate which most economists believe is the basic trend 
in the United States. We would like to note also 
that our petroleum forecasts indicate a somewhat 
more rapid growth than the projections contained 
in "Canadian Energy Prospects" by John Davis, pre- 
pared at the request of the Gordon Commission. 

Of the additional demand of 462,000 barrels 
daily which we believe will develop in Canada between 
now and 1965, the larger part by far will develop in 
the areas west of Cuebec. In recent years the per- 
centage growth rate of demand in the areas west of 


Quebec has been about the same as in Quebec and the 
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Atlantic Provinces. Our demand forecasts, contained 
in Exhibit E, indicate that this pattern will con- 
tinue, and that the areas west of Quebec will con- 
tinue to account for two-thirds of Canadian demand. 
Thus, of the total estimated increase in 
Canadian demand of 462,000 barrels daily during the 


period 1957 to 19165... 304,000, barrels, will, be, in 
areas now served by Canadian crude. Allowance must 
also be made for the continuing relative growth of 
Ontario as a refining center, based largely on 
Canadian crude and the resulting gradual decline 

of product shipments from Montreal into Ontario. 

An increase of about 340,000 barrels daily of 
Canadian crude oil will therefore be required to 
meet demands. In 1957, utilization of Canadian 
crude in Canadian refineries amounted to 354,000 
barrels, daily. By 1965 it will be nearly 700,000 
barrels daLiy,.or Mistually double the 195/, rare. 
Even by 1960, in our judgment, running of Canadian 
crude in Canadian refineries served by present trans- 
portation facilities would be at least 122,000 


barrels. daily. above.the level of, 1957. 
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VII - Considerations Concerning an 
Alberta-Montreal Pipeline. 

Up to this point we have attempted to 
sketch the growth that can be expected in the 
economic markets for Canadian crude. While we 
do not wish to imply that this growth will neces- 
sarily always proceed smoothly and without inter- 
ruption, Atveis our opinion, that, barring unfore- 
seen circumstances, the expansion of these markets 
will result in an impressive average growth trend 
for Canadian production in the years ahead. 

Against this background we would like to 
comment rather briefly upon some of the major pro- 
blems inherent in an Alberta-Montreal pipeline. 

The first issue is whether the area from 
Montreal eastward is an economically sound outlet 
for Canadian crude oil. Petroleum, especially 
inthe erudé: oi) form, is both’ buiky ,andsheavy com- 
pared to its value; hence transportation is normally 
of great relative importance in the final delivered 
price: As is well known, pipeline transportation, 
while efficient compared with railway or truck 
movement of petroleum, is more costly than move- 
ment by ocean tanker, on a per barrel mile basis. 
We.tee) that.a considerable burden of proof there= 
fore must be borne by a concept whereby a pipeline 
some 2,200 miles in length would be built into a 
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the large petroleum resources of the Caribbean, 
as well as having access to competitive Middle East 
SUD Les. 

The second issue concerns rigidity. From 
the point of view of avoiding economic waste, or of 
obtaining return on investment, it would be neces- 
sary to assure continued and guaranteed utilization 
Sr suc 6 facia ty ef 1G were pull t., Guaranteed 
utilization of the line would require that Canadian 
crude oil be used in the refineries of Montreal re- 
gardless of any change that might occur in the rela- 
tive economics of Canadian versus offshore crude 
delivered at Montreal. Regardless of opportuni- 
ties that might arise, to obtain offshore supplies 
at lower cost, crude oil from the pipeline would 
have to be used. The industry in the Quebec 
area would thus be placed in the position of a 
buyer relying mainly upon a single source of 
supply, a markedly disadvantageous position com- 
pared to that of a buyer with access to a number 
of alternate sources of supply. 

The present relationship between the 
cost of offshore crude oils laid down in Montreal, 
and, Canadian crude oi], could change radically 
under various circumstances, and in all probabili- 
ty we will see in the period ahead considerable 
PiuclWatLOn.an this relationship. In regard 


to the prices posted for the offshore crudes at 
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tieie ponies Of “Origin, the trend in recenct years 
has been toward weakening of the traditional 
dominance of United States Gulf Coast prices over 
the World crude price Ss uructure, This crend sis 
likely to continue, in View of the increasing 
number OL significant producing areas abroad, as 
well as the growing number of companies involved 


in overseas production, and intensifying competition 


for crude outlets. 

Further, changes in marine rates can 
materially affect relative landed costs of offshore 
erude oii. Exhibit F shows the change in landed 
cost of various offshore oils that would result 
from 2U-poink changes ii marine rates. ror 
exenule, Lor a particular Persian Guit crude orl, 


4. 


a reduction of tanker rates from USMC-20% to USMC- 
40% would reduce the landed cost at Montreal by 
36 cents per barrel. For a Venezuelan crude oil, 
the effeet would be 12 cents, still a very real 
PocuOr 

Broadly, we feel that the pipeline could 
be kept continuously utilized only by imposition 
of a rigid pattern of supply. Under changing 
Condi tions from” time to “time, this rigid pattern 
would become uneconomic relative to alternative 
supplies from offshore. Under such circumstances 
we believe the refining-marketing industry could 


Mot Maintain its present efficiency in providing 
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consumers with petroleum requirements at reasonable 
cost, in the areas currently utilizing offshore 
Cruces’; 

Because it is impossible to foresee pre- 
cisely what future movements in the world price 
structure and marine rates might be, we should 
consider the pipeline issue under two different 
sets of circumstances. 

On the one hand, if the offshore crudes 
did become increasingly costly relative to Canadian 
crudes, which we consider unlikely, this would mean 
that the Canadian crude would be able to penetrate 
that much more rapidly into the markets of the 
United States North-Central and West Coast. This 
of course assumes, which as stated before we be- 
lieve to be realistic, that United States petroleum 
imports policy will shift toward greater utiliza- 
tLOnN Of amoorted crude oils. 

On the other hand if, as seems more 
likely, the foreign crudes tend to decline in 
delivered cost relative to Canadian crudes, the 
distortion forced upon the industry's operations 
in Quebec by a pipeline would be more and more 
severe, and we find it difficult to visualize 
how the industry could operate on a flexible and 
competitive basis. 

One of the main problems that would arise 


would be the substantial difference in cost of 


6iiiincoass te siiotstApou nvatortath adit « BI 
seudeTio aniea0 hee Kldrwnme adoai, gait at iia, 
 -eebetS | 
civg ogeetot of olttesogmt ef 22 oauabea ~ ; | 
aorin Biiow S0% ni etasmeyan. suatul dedw yfeato 7 
j 
hiner ow ,od dcgtn sodas erbram bas syitourts | 
jooravi ib ewd cabal sueek onflaqin oft sebreaos | 
jSoonetamisttn to atsa 
oie ite ait V2 ~beat eae art 80 
(theda> ad qviteler. eidaop cee Feusbeoall atioed BE | 
ow edt .etedtaw wetiedod ow déttw jeehera | 
| 
‘eiurog GF bfdn ot Blucw sbatre nalbune) ane gods 
afid ‘te #¢43:}aan sh? clel erbiqes eh ela dart | 
-Js800 #aeW bok Laadhederdsow Sagad2, betidl 
4 ow oyeved. Setede 28 do kdw .selven enands 10 
shostee ahnede bedudd sand (2hbetiaon ed oF avert 
‘siliiv ¢e¢sey biawot othe, (ite Yokien etscart 
sae fo etwed Badiagii to msid 
son. atten AB iL? Best teddo sat ie) 
Hitiesch ob Bret seblity> agtstek dry jeden 
i akon malhiesd. of svileied saa6 astevtes 
Loltsitsy oltpitaannd one obty babliot Aosdnerits 
o7eit) Gwe, enfant. WE kivew oriieqiqa 2 a cx at ff 
s:iinuety of Ree At Dat se tine ieaeies | 
Sine vLO IK OL ym anh, dlaesoige BE WOM: aad oid woe | 
ee a 
Sete) HLwow ciel sinsieodis hae es fo bit - 7 


‘ff 7 
3 deet ave sono tiie kelgoed sdua 3 


- 


5067 


ANGUS, STONEHOUSE & CO. LTD. 
TORONTO, ONTARIO 


crude supplies of those refiners tied to the 
Canadian crude versus those using offshore crude, 
in Quebec and the Maritimes. We believe that 
this problem would become increasingly complicated. 
VILL. Considerations: Concerning an 


Energy Board. 

As indicated at the start of this submis- 
sion, McColl-Frontenac does not believe that crea- 
tion of an Energy Board would be a constructive 
Step, 2 v80.far ae che petroleum industry 1s .con- 
Geuned We do not believe that there is a need 
for such an additional agency, and we are greatly 
concerned that creation of an Energy Board would 
encourage a tendency toward growing dominance of 
polatical and sectional .considerations over economic 
FAGvOCS wi yrecard. to petroleum. 

Our position is most certainly not that 
the petroleum industry is unimportant to the nation, 
epnina tal boot poire snould not be the concern, of the 
people of Canada and of the Dominion and Provincial 
Governments. Unquestionably, the industry is of 
Vital.importances to all regions of the country,as 
petroleum consumers, and to Alberta and Saskatche- 
Waneihapeartticuilar geapeLroleum producers, 

| But we cannot subscribe to the philosophy 
that the importance of a particular economic 
sector automatically creates a justification for 


additional governmental bodies to oversee that 
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Sector, Such additional governmental bodies are 
justified only when there are specific problems or 
difficulties which private initiative cannot handle. 

The objective of periodically reviewing 
Canada's energy position in its entirety -- collec- 
ting information and gathering informed opinion, 
defining trends and evaluating future prospects -- 
can best be achieved through Royal Commissions such 
as the present one. Periodic reviews Of this type 
will supplement the studies of petroleum matters 
presently conducted by the Dominion and Provincial 
authorities. In this way broad guidance will be 
provided to deal wisely with such issues as pipe- 
lines and energy exports, and under existing 
legislation enactments the present governmental 
bodies should be fully equipped to perform their 
necessary, functions. 

On the other hand, it is our view that 
ereation of a new Energy Board as. a. continuing 
Dominion agency, even if originally conceived as 
a purely advisory eroup. would tend to. result in the 
multiplication of administrative functions. The 
very existence of such a Board would encourage 
various groups to seek specific petroleum policies 
in their favour, and lodgement in the Energy Board 
of authority to administer such policies. We 
Sincerely doubt that the result would be conducive 


to most effective performance by the petroleum 
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LTIGUSULY.. 

IX - Short-Term Measures to Improve Alberta 
Nominations. 

As indicated in previous sections, the trend 
in regard to Alberta nominations will be markedly 
favourable, in the years ahead, in our best judgment. 
In the short-term, improvement may well begin fairly 
soon, depending on overall economic trends and other 
factors. However, the present problem in Alberta 
is sufficiently serious that we believe all parts of 
the industry should endeavour to do whatever is 
feasible immediately to improve nominations. 

We are aware that other companies are making 
adjustments in this direction, which should be of 
material importance. McColl-Frontenac, for its 
own part, intends this year to run 15,600 barrels 
daily of Canadian erude at its Port Credit refinery, 
recently acquired, in comparison with the 11,240 
barrels daily run in 1957 and the 6,700 barrels 
daily run in 1956, This reflects the current 
trend in the industry toward gradual shift of re- 
finery growth westward from the Montreal area. 

Also, we expect that expanding runs at our Edmonton 
Petinery Will require apout 1,000 barrels daldy of 
additional Canadian crude, compared with 1957. 
Finally, our majority shareholder -- The Texas 
Company -- has authorized us to indicate that 


Texaco Ss new fuget sound relinery wiil utilize a 
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significant volume of Canadian crude oil in its 
Cruces Ss Cream. 

THE CHAIRMAN: Thank you verymuch, Dr. 
Howells. 

I. think, Mo... Pattilio,. we. should, nave. a 
ten-minute break before we carry on. 

hing, PAT EEL. Thank you. 

THE CHAIRMAI: We will have a ten-minute 
recess, 
---A short recess. 
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THE CHAIRMAN: Gentlemen, the Commission 
will now resume its hearing. Mir. “PattLiio? 

MASS PATO: Thank you, Mr. Chairman. 

Me. Lilley, I will, address the questions 
to you and you can either answer them yourself, or 
direct them to any member of your group. 

LeWOuUbewiike: to deal, Secs cob aid. wrth 
the shareholding position of McColl-Frontenac. How 
many shares capital stock are outstanding? 

MS LLLLEY: 3,230,453. 

Ma PATTER LO: How many shares, what 
percentage of the total issued, are owned by the 
Texas Company? 

MR. ‘LILLEY: Sixty-five per cent was the 
figure. I do not have it broken down. Sixty - 
Tiveaperacenvel supe ownership. 

MRR PALTILLG: Thank you. Of the re- 
maining 35 per cent,wnat per cent is owned in Canada? 

ME Ub Rin: Shares held in Canada amount 
to 979,391 or 30.24 per cent. 

Mi PATTELEO: So that there is only 
approximately 4 per cent held outside of the country 
by shareholders other than the Texas Company? 

MR. LILLEY: Yes. Actually, the break- 
down of that is#3 72 per cent held»in.the United 
puaves, Outside of the Vexas, Company.) and one per 
cent held in foreign countries. 


MR, PATTILLO: Bnd Of Gnhaingeeeper scent 
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meld i the United States,” ls any porvion ‘or hay 
held ‘by orli-cers or orfrchais of the Texas 
Company in their own right? 

MR? Sb iskey. I am not able to give you 
a direct answer to that. LG ts @ caregorie 
private investment and I do not actually know. 

MR PATUELLO: How many directors has 
the company? 

MR. LILLEY: McColl-Frontenac has a total 
Of SEV reeuors: 

Mie PATE TUL: Would you tell me how 
many of them are Canadians? 

MR (DEY: Yes, we have eight Canadian 
directors and five Ameritan directors, one of whom 
is resident in Canada, and only one of the eight 
Canadian directors is an empioyee of the company. 
The others are outside directors, as we classify 
them, 

Moy PATTIE s hat Ls) whav EP would call 
parvtime,-as Opposed to fulltime directors. 

MR, LILLEY: DP wouldsaccepo hak derini — 
tion. We like to think of them as people who are 
employed in other ways in life and are kind enough 
to assist us by being members of our Board. 

ME. PADELULO : Now, of these directors 
who are directors of the company and employees, 
are they all fulltime workers with the company? 


MA. DILLEY: The two directors who are 
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employees and members of the Board are Mr. Farquharson 
and myself, and I think we are both employed full- 
CLM. 

Miva ee lULG: How many of the directors 
who are on the Board are nominees of the Texas 
Company? 

ME.) LILLEY: There are, four. 

MA PALL: Who are they? 

MR, sLILLSys Lee LOUrS OPEC Tore. .arenuiir, 
C, eben Barres, of Houston, Texas; Me. Robert, Fisher, 
of New York; Mr. T. C. Twyman, of New York, and 
Ne. © a Weoevidle, xoteNew. York, 

Mee AE LOS How many directors of 
MeColl-FProntenac.are directors ofthe Texas 
Company? 

MA... bLLLEY: Dae sehie. Jeon bs, Barre. 
oP Housvon, «Texas, 

MR PAPTLEELO How long have you been 
president of McColl-Frontenac? 

MR LEULEY: Since January lst, 195¢. 

Mine PARE T tls: How long have you been 
associated with the company? 

Mie ebbLLEYs: With MceColl-Frontenac 
since January lst, 1958. 

Mia: PATTIGLLO: Prigr io. chav iame. were 
you with the Texas Company? 

MRe JLLLEY : I was. 
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with the Texas Company? 

MR. DILLEY: Twenty-five years. 

MR. PATTERLO: And during that time 
what had been the scene of your operations, in 
Texas and elsewhere? 

MR.) LIGLEY: leetarted out Initalifornia, 
im various ‘capacities and various places on the 
west coast. Subsequent to the Second World War, 
when I was out of the company in military service, 
Wiwasl in Hreance,- in-charge or a “company there for 
a while that was operated by the Texas Company 
and with a company in which the Texas Company 
had an interest. Subsequently to that, I was 
general manager of foreign operations in the 
eastern hemisphere, in New York City, and, sub- 
sequently, vice-president and, still subsequently, 
vice-president and director. 

MRS PATTI EELO: So you have a good know- 
ledge of the operations of the Texas Company, 
worldwide? 

MRS LLEGEY I would say I have a working 
knowledge of it in some respects. Pore. ay teree 
company and there are many fields in which I have 
no familiarity. 

MR. PATTILLO: Up to the time that you 
left the Texas Company to come to Canada (and you 
have indicated the year, I think), has the 


Texas Company taken any position in the United 
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States Pelaciventorthne importect crudetoii into 
the United States? 

MR. LILLEY: I think the position of the 
Texas Company aS to importation of crude oil 
generally into the United States has been and, as 
far as I know, is today that they are opposed to 
Pecdtrictvons in. 1aMportation of, crude, oils,into 
the United States. 

Mi ee ALTE: Does the Texas Company 
operate as a producer in the State of Texas? 

MR eee: Vee, “OU does: 

MAS sPATIIGEO: Under pro-rationing? 

MR AE LEDEY > Mes: 

MAY WBATE LOGO: What has been the Texas 
Company's position on the subject matter of pro 
rationing? rau tn favour or 1s it against it? 

MR’, VLELLLEY: I don't know that I can 
answer that question categorically. They have 
accepted it. Ltt snes leweotthesStatves, cin 
the case of Texas. T have never heard any 
SOpposauLomy tolits panticilarily. 

MR) PAE: Well, you and I both 
agree that we sometimes operate under laws which 
we do not anpvome fn. 

MK Sees: Phe tecouldabe.« 

MR. PATTILLO: You could not assist 
the Commission as to the view of the Texas Company 
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Vino? LIL GEY * My general position is that 
they have accepted it and I have never heard any 
Oppesi Thon eto mpi. 

MR. PATTILLO: Well, perhaps I will ask 
about McColl-Frontenac's position. You operate in 
the Province of Alberta? 

MA CELLLEBY: *# think, 2f Dr. Howelle 
would care to answer it, he is in charge of this 
particular segment of our operations here. 

MAY. PATTILLO: Thank you. 

MR. HOWELLS: Well, I am in more or less 
the same position as already stated, that we do 
abide by the laws and regulations of the country. 

MAS) PATEUGLO: i accep thatiy ah know 
that everybody in the industry does. IT merely want 
to find out --- 

MR. HOWELLS: Perhaps Sari orden sto so 
over it a little more clearly, we might turn to 
its inception. I think it was the result of 
equities developed following the difference in the 
purchasing by wells by different countries, and I 
think it was in December of 1950 that this pro 
rationing was put into effect. 

Now, this pro rationing was put into 
effect after discussions between government and 
industry and it was decided at that time that 
this was the most equitable arrangement in order 


to provide marketability for the oil which was in 
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excess of the market at that time, and everyone 
agreed to that, and we ourselves are in agreement 
with ‘the principle of pro rationing as it exists 


im Alberta: 

MA. (BACCO: Do you .agree with me, Dr. 
Howells, that you can have conservation without 
pro rationing? 

MR. HOWELLS: Oh yes providing “the only 
element involved is waste. 

MR, PATTERELO: Do you agree with me that 
pro ravLoniic. foc such, Te noting mores nor wess 
than price maintenance? 

MR, HOWELLS: No. 

MR. PAPTI“LGS: Do you agree with me 
that you cannot have pro rationing without having 
price maintenance? 

MR, HOWELLS: No, Ll cannot apres with 
that, entirely. 

MR. PATTILLO: Since pro-rationing has 
been in Alberta, from your knowledge of the busi- 
ness, has there been anything inconsistent with 
price maintenance in the full sense of the word? 

MR. HOWELLS: Not to my knowledge. 

MR.) PATRTELLO: pam lard yet rome your 
experience with the Texas Company, Mr. Lilley, 
would you say that the same thing applied in 
the State of Texas? 


MR. LILLEY: Specifically what, Mr. 
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Pat til to? 

Mi.) PATTIE: awe Long tasmwyou 
have been associated with the Texas Company and 
pro rationing has been in Texas, that) there has 
been nothing, to your knowledge, inconsistent 
with price maintenance practice in the State of 
Vexas? 

ME) ei Ri Micon sh Reeiscthat price 
maintenance is necessarily a following fact from 
pro Vartoningy a that meiwhatnyom are asking. 

MR PATEL: Now) Themes mom dul te 
what I am asking. IT have accepted Dr. Howell's 
saying that it does not necessarily follow. I 
am saying Ws cuherecany, practice: —<— 

MR. LILLEY: Deine Nene pniicecram tiexas 
tend to fluctuate materially. You) can Aoolkac 
the records for the last year. They are not at 
adel PeOvictatenttinetheile’ performance... 

MAST PATE ECE: What I am asking is, is 
there one price prevailing, one uniform price pre- 
Valling formmieldsi regardless of who ‘the ~pro- 
ducer may be? 

Mine “DiGiGky : Well, if you mean that 
fhere is one uniform iprice for one quality of 
erude in one field vVat alparticular given tine, 
generally, I suppose, that prices boil down tO 
that slevel. There are times when people have 


a disagreement as to what that price should be, 


it) it ‘ oh ta aay iia I : Wes it) of . — 


467: Joe” plwolletoe qebrssmdsen' ap wananrdedaa 


‘ig ie woe vagep deaf amd) ep -beécen shite, 


W tg myotine eee g@AlluNrig eng arene | 


+ — ais, 
shy ha, gee ol ae wales 

pit (ices wicket nal Git Sih ommoaen,o 

tet otha sai dane? fe Hoeet aie Sasa mae 
Thorp remdavit oetighe bins hog ey Le biter. aged’ 

Lo. i 2d oth rei ack natea noite om abe 
txa 2ecth, Seok res a sears Pe 


if nacigy Jadw et seemeeae Baan ite ony 
fap tae ed So” SOR hae 
wood. over! I Laadeon oe Lomecte . 
(Lot vl Joules dete, wie gbvisria antyse 


LLeakQogis At er natgee he 
of nee wee tileiyad an oo pu DR) ot heed 


Lorem tte shectd al ‘Pisdmteson D3 
ives fa isoW' JOIST An ¥ 


~eG yas orle Wl ee pantere WO BASEIAY 
i” fads Gam — 
opts itsinat poked Chu ive flit, ™™ ik 
Nes ae oe 16% poLigsaininis mite 
nani. ee dy setiotdtingee. dae > BESAR 
cd awabdtod ead dah a sami 
avi eel nhqeeg fay eu: le 


eed dees i et - - 
cad Pelli tay dadti rach OF as 
| (sire 

llieargd Nn 


Bene) 
ANGUS, STONEHOUSE & CO. LTD. 
TORONTO, ONTARIO 


and at that time there would be a fluctuation; and, 
finally, because people would sell the same com- 
modity for two or three diferent prices, they 
tend to find a level as to buyer and seller. 

MR, PATTILLO: I fully appreciate that 
all the books on the philosophies of economics 
develop that theory; but what I am after is (and 
I think you appreciate what I am after); is the 
posted price in Texas, from your experience with 
the Texas Company, the actual price? 

MR. LILLEY: I don't know exactly 
what you mean by “the actual price”. 

MR, CARPILIO: Well, what I mean is 
-—- | Will tllustrate it by the sale or automo- 
boelea wend £ than you probably nave had experience 
with buying and selling an automobile. your see 
automobiles offered for sale at list price. Very 
few people, I think, buy an automobile at list 
price, and that is where the negotiation and the 
supply and demand factors come into consideration. 

Now, in the oil business in Texas, 
from your experience, is it the posted or list 
price that prevails, or is it a discount off 
that, due to negotiations? 

MAS CUCL ERY: Welt, L°would say this, 
that, generally speaking,prices are the posted 
prices at which products or crude moves there; 


but I think there are certain times when it is 
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not the case, where either premiums or discounts 
Can prevail. oepending om The.~conditions of the 
market. 
I do not think you could make a fixed, 
categorical statement to that effect, 
MR PATEELEIG: be. Howells, in vhe 
Province of Alberta, in your experience, what pre- 
vails, the posted price or are there sales, to your 
knowledge, with discounts off them? 
MR. HOWELLS: I have no knowledge as to 
sales with discounts. 
Mn. PATTILLLO: Will you tell me about 
the Texas Company's operations in Venezuela? 
is 10. carrying on, business ain that country? 
MR o uc LLY : LG 8. 
MAS PATTELLO: In the producing area? 
MAR iL LLEY: It has producing interests 
there. 
ME J PATELiLO: And in the Middle East, 
Leib Carrying, on. business in. that, area? 
Ma. ULLLEYs tl be Carryine on business 
in the Middle East. 
MR. PATTIULLO: In the producing field? 
MR aL LY in- the, producing field. 
UR. PATIG ELL: Directing myself and 
you, for a moment, to the Montreal market: the 
MeColl-Frontenac refinery at Montreal has a capa- 
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MR. LILLEY: 59,000 barrels per day. 

ME... eb T BLO: Pee el esos, LoS eeruds Be = 
quirements being brought into Montreal over the 
Portland-Montreal pipe line? 

MEY al LEY: The majority. Some by 
tanker. 

Mie FPAPTILELO: Where is the source of 
these crudes? 

MR. LILLEY: The source is the Middle 
Hast and South America, sprimarily. 

T can ask Mr. Farquharson for more detail, 
LhpyOuseCares Lary by: 

MAS Mee BOs Please. 

MR. FARQUHARSON: ‘The crude processed at 
the Montreal refinery is Venezuelan, Trinidad, 
Arabian. 

MA eh Labo: In what percentage? 

MR. FARQUHARSON: I have not got it 
in percentages. 

MAP PATILLEO: Yous Can -elve, it To me any 
way you wish. 

MR. FARQUHARSON: te Wa eieve 15 in 
thousanisaos barrels daily. 

Venezuela, in 1957, was 34,800 barrels 
per day; from Trinidad, 3,000; Arabia, 19,000, 
and a amall amount of U.S. crude, 300 barrels. 

MR. PATTILLO: io rthe Us crude 


merely for the purpose of blending? 
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MR. FARQUHARSON: No, it was created 
@s one type,of U.S. crude that came in at the time 
Of the Sueg crisis. 

MER PAT EAE: Taking the Venezuelan 
Cruge,~ic ictus, texas Company or One vor its affiliates 
the owner of that crude which you are bringing into 
Montreal? 

MR, FARQUHARSON: We believe that the 
Texas Company have that ownership. 

MRS PATTELEO: The 3,000 barrels from 
Trinidad, is that coming in from the Texas Company 
erwone of its ariijiated companies? 

MR. FARQUHARSON: That came in from 
our Own Dproductron an Trinidad. 

MR. PATTILLO: McColl-Frontenac's? 

MR. FARQUHARSON: Antilles Petroleum. 

Mh. PATTILLO: | Which 2s.a subsidiary 
of McColl-Frontenac? 

MR. FARQUHARSON: ip was “4. subsidiary . 

Mie Se LO: t bee. your pardon? 

MR. FARQUHARSON: Lt. was a, subsidiary. 

Vawe SALT Tue: It 28 no longer a 
subsidiary? 

MR. PARQUHARSON: No, that company has 
been disposed.of, 

MR. ee ATT LILO To the Texas Company? 

MR. FARQUHARSON: Yes. 


MRe ePATELLLOs Now, the Middle East 
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crude: 18° 1t coming irom the Texas Company or one 
of its affiliated companies? 

1 A a A ae Yes, the origin of that 
crude is Arabian American Oil Company, commonly 
mown as Aramco, 

MA. PATTILLO: In which the Texas 
Company has a substantial interest? 

Mi. xi LLY : Thirty per cent. 

MR. PALTTIOLO: Do WOULG 25 De Tay to 
Say tae all Of Ute crude, ounper than the U.s5. 
erudes, supplying the Montreal refinery of MceColl- 
Frontenac, has been acquired from the Texas Com- 
pany oP One Of TUS associated companies? 

MR. LILLEY: xcept for Antilies, which 
we have already mentioned, if you were talking in 
terms of the last few years. There have been 
times in the past when we have purchased crude on 
ule CVtsLoe, Grom OLner Proups of companies or 
other companies, 

MR. PATTILLO: Now, the 300 barrels that 
you bring 19 fromthe Uys<: is that from the Texas 
Company? 

MR. FARQUHARSON: As far as we know. 

MR. PATTILLO: Now, Mr. Lilley, from 
your knowledge of the operations of the Texas 
Company, is there any pro rationing affecting its 
operations in Vcnezuela? 


Me, LA LLEY: IT am not familiar with the 
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operations in Venezuela. I have never had any 
connection with that operation and I really could 
not answer the question, 

ME. PARE TGLO: Could you help me about 
the Middle East? 

ME... LLLEY: vO adi ee On. tee Carl: 

Mi. DELO: What is the pro rationing 
Situation there? 

Ta pe BF A OS a I don't know of any pro 
rationing out there that exists in so far as the 
Middle Eastern operations are concerned, other than 
tie normal prosrapuLening, Lisuppose,. which isa 
matter of good judgment as to what you can produce 
and what you can sell. 

hip. PAPEL: Yes,, that is self- 
imposed. 

Now, how do you transport this crude? 

By tanker, IL assume, to Portland or direct to 
Montreal? 

MB LiLbEY: ssYess Lt comes in by tanker 
OVEr ONC «6.0 \UWO routes, 

ME EATTLELO: Are these tankers owned 
by McColl-Frontenac or the Texas Company or an 
affiliate of either company? 

MR, LILLEY: some of our contracts are 
contracts including enfreightment, which we have, 
what is normally called a c.i.f. price for our 
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which McColl-Frontenac has under direct charter of 
its own. McColl-Frontenac, except for lake 
vessels, does not own any vessels. Pree suri, 
company with sufficient interest in marine fleets 
and enough money to put into it at this time. 

some are direct charters and some are on the 
€.1,1. arrangement. 

Mi, PATTILLO: Are any of those ships 
you are chartering on long-term ownership by the 
Lekas Company or any arfilliate of it? 

MR. LILLEY: No, they are not. 

MA. PATTILGLO: What do you find are the 
prevailing rates today for long-term charter from 
Venezuela? 

MR. LILLEY: I don't know that that is 
a Very easy One vO answer, Mr, Pattillo. The 
raves are ail over the place. It depends a 
great deal on what you are talking about. There 
are rates for spot which fluctuate heavily. There 
are rates for consecutive voyages, there are rates 
for one year charter and for long-term. 

It is a very complicated picture, I am 
no authority on the tanker market, but the Spo 
rate, generally, in a depressed condition, tends 
to run somewhat inconsistently than the more stable 

enfreightment for long periods of time. 

Mit. SPATTILLO I would assume that pro- 


bably you would try to plan your tanker requirements 
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by having some long-term and some Spot, so that 
you would not be caught if it shifts. 

Tomerely want.to itry and get your exper- 
lence at the present time as far as tanker shipments 
are concerned, what you would cortsider is the 
average pate that is prevailing. 

MR. sbi LLEY: Wellawd$: wlll eheck our 
average rate for you but, as far as our situation 
is concerned, it depends on when you. come into 
the market and, looking at your tanker bottoms, 

I think our situation at McColl-Frontenac has 
been that we went into the market at a time when 
the reverse of the present situation was true 
and that you could secure more proiivably cn at 
better rates tankers for long-term, and our com- 
mitments are not on a spot basis, generally 
Speaking; but I will check that. 

This is a general answer to your other 
question that our rates in South America on which 
we are using our ships are USMC minus 55, Usmhc 
minus 40, which are long-term charters, and at the 


time we got them we thought it was fairly good, 
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MR. PATTILLO: And on your Middle-East 
run what are your rates prevailing there? 

Mi. DLILLEY: Well, USMC minus 37 to 
USMC minus 47, approximately. 

MR. PATTILLO: Do you agree with the 


evidence @iven to us oy Gheld about the dine 


oO 


4+ 


from Portland to Montreal, the tariffs prevail- 


4 


ing and the interest positions? 
MR, LILLEY: The evidence given by Shell? 
MA. PATYILGEO: Yes. 
Mi, DILLEY? Loam sorry to say I was 
not here when Shell was on. I really don't know 
that evadence, [ am not familiar with the testi - 
mony. 

Mins PAT TEGeO: L understand all the 
refiners that are shipping over that line own 
am inverest im the line: is that correct? 

By, LIbLey ss Correct. 

MR, PATTILLO: And all of the refiners 
that are operating inthe Montreal area are ship- 
ping over that line. 

MR, LILLEY: I would rather have Mr. 
Farquharson answer that; I believe he is more 
familiar with that operation than: I am, 

MR, FARQUHARSON: Mr. Pattillo, we 
are in agreement with what Shell said about that 
Situation, I was here when that evidence was given. 
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that runs from Montreal to Toronto and beyond, can 
you give me some information about that? First of 
alby whatrls the width of the right-of-way? 

MR. FARQUHARSON: I couldn't tell you 
that exactly. I would imagine it would be 60 feet, 

MR, PATTILLO: Do you know what the size 
of the pipeline is? 

MR, FARQUHARSON: Yes. It is a 10-inch 
pipeline, with a branch to Ottawa running from 
Farrans Point which is an agent's line. 

MR, PATTILLO: Can you tell me where in 
the right-of-way that pipeline is located? 

MR, FARQUHARSON: No, I cannot. 

MR, PATTILLO: And would you be able to 
give me that information? 

MR. FARQUHARSON: I can get it for Vou; 

MR. PATTILLO: Will you please do so? 

MA. FARQUHARSON: I will. 

MR, PATTILLO: Now, do you know anything 
about the construction of the line? In other words, 
is the line as constructed today in the ground 
capable of being used as a crude oi1 line? 

MR. FARQUHARSON: Yes. 

MES PATTIULO: Me, Lilley, wilt you please 
obtain for us the information that I requested from 
Imperial O11 and Shell relating to the operations 
in Venezuela, the Middle East, and Alberta? 


MR, LILLEY: We can find that, of course, 
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but specifically this has to do with ownership. 

MR, PATTILLO: I think you told us abaut 
the ownership, but what I want to find out is the 
GOst, Of, acquisition, the, cost of development, the 
cost of operating. In other words, I want to find aibige 
af I can, what the Texas Company's experience hag 
been as to the replacement cost in the Middle East, 
in Venezuela, and what McColl-Frontenac's replace- 
ment cost has been in Alberta, 

Mi, LibLLEY: Tam not trying to evade this, 
but in so far as the Canadian section of it 
is concerned, McColl-Frontenac would be glad to 
provide you with any data you Pequire., 1 understand 
Texas are coming on, and possibly it would be more 
appropriate today to supply the other information 
rather than we do it, 

MR, PATTILLO: Now, can you help me on this? 
From your knowledge of the Texas company, where are 
its refineries situate in the United States in the 
areas to which you refer in your brief, namely, the 
Puget Sound, and I would like to extend that a. Little 
further south to San Francisco Bay, and the Middle- 
West continent places to which you refer and the Ohio 
and Tilinois area, 

MR, LILLEY: I think Mr. Farquharson has a 
Li So Of. Choke , 

MR, FARQUHARSON: Starting wich the West 


Coast, Wilmington, California, 60,000 barrels per day, 
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MR, PATTILLO: Where is Wilmington, 
California in relation to San Francisco Bay? 

MEW LLEY: Tt 26 in the Los Angeles 
area; it is about 400 miles south of San Francisco, 

MR. FARQUHARSON: They have under con - 
struction in Puget Sound a 40 ,000-barrels-a-day 
plant: 

MR. PATTILLO: When do you anticipate that 
will come into operation? 

MR, FARQUHARSON: I can't Say exactly, 
but I understand it is probably in October, 

MR, PATTILLO: October of this year? 

MR. FARQUHARSON: That is right. It will 
depend on construction conditions, I would say. 

On the inland the refineries are located 
at Lawrenceville, Illinois, capacity 60,000 barrels 
a day. 

MR, PATTILLO: Where is Lawrenceville, 
mod noies Unerela tion to Chicago? 

MR.FARQUHARSON: It is about 250 miles 
south of Chicago. Lockport, Illinois, 65,000; 
that is just south of Chicago, They have one at 
Sunburst, Montana, 8,000 barrels a day. That is 
to be dismantled very shortly, 

Me PARTE 6ilo be PepIaced, Or to. pe 
removed? 

MR, FARQUHARSON: No, just to be removed, 


It is an obsolete refinery, 
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West Tulsa, Oklahoma, 35,000; Amarille, 
Vexecy 15,0007 Bi Paso, Texas, 13,000; Casper, 
Wyoming, 17,000, 

On the Gulf Coast there is Port Arthur, 
230,000 barrels a day: and on the Hast Coast at 
Westville, New Jersey, there is a 66,000 barrels-a- 
day plant. 

MR, PATTILLO: Those are all the refineries, 
are they? 

MR, FARQUHARSON: Yes, sir, 

MR, PATTILLO: Now, you tell us in the 
evidence that McColl-Frontenac has oil in Alberta, 
I am not clear on the figure you gave there, whether 
you are talking about your maximum permissive rate 
in the aggregate. 

MR, LILLEY: I would rather have Dr. 
Howells answer that, if I may. 

MR, HOWELLS: That is based on the pro 
rated position in operation, 

MR, PATTILLO: That is on the present 
economic allowable that your company has. 

MR, HOWELLS: Yes, 

MR, PATTILLO: You are selling that many 
barrels, in other words, 

MR. HOWELLS: Yes. 

MR, PATTILLO: What is the M,P.R.? 


MR. HOWELLS: That will, of course, vary 
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with the different fields in which we have an 
interest.” The total producibie’ M. PVR. is 21,000 
barrels per day. I don't know whether I should 
wait for the Texas company on that. 

MR, PATTILLO: You give, as a figure 
nee, Of the Vexas company having” 35,000 odd 
narrels per day. Is that what they are selling 
or is that ‘= - 

MR. HOWELLS: That is an average figure 
for the year 1957 and not the present-day figure. 


4 


That is what they sold during the year and is not 
a reflection other than a conservation measure. 

MR, LILLEY: May I make a slight correc- 
tion? That comes from the 1957 annual report of 
the Texas company, which is a public document to 
which anyone has access. 

Ma Cal ribloOsr that wus the aperudl sales 
figure of Canadian crude. 

Mh we LLL ocordivig vO euteLr annua 1 
report; that was the source of our information. 

MA SPAT ELORO? Now, how wmueh te "Mcocol 1 - 
Frontenac buying per day in barrels? 

MR. FPARQUHARSON: The figure I have here 
tis Po,400° barrels a day tin 1957, 

MR, PATTILLO:Do you know whether the 
Texas Company up to the present hasever bought 
a barrel of Canadian crude? 

MR, LILLEY: I think they have, have they 
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MR. FARQUHARSON: Yes, they have. 

MR. PATTILLO: When and for what refinery? 

MA jut DLE: This. will not. be avpoint.on 
whicn I am very certain. I understand they have 
purchased some for processing in the Puget Sound 
area, but I want to have a little review on that 
to make sure, 

MR, PATTILLO: Would you do that and we 
Wid deal) with A tater? 

MR, LILLEY: Yes. 

MR, PATTILLO: Now, at the present time 
in Alberta is the McColl-Frontenac Company actively 
engaged in exploration and development work? 

MR. HOWELLS: Yes, sir, 

MR, PATTILLO: And would you please 
give me -- you have told us what your annual day 
production is and your daily M.P.R. -- would you 
please give me your reserves and the acreasce that 
you have either under lease or as reservation? 

MR, LILLEY: That information is available 
in our annual report, not exactly to the barrel, 
and our reserves, including liquid petroleum, 

62 million barrels per year by the end of this 

year -- or last year, rather, That includes natural 
gas liquids. The amount, I believe, was something 

in the order of 44 million barrels. I could get 
these correct figures for you. 
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Montreal market used Canadian crude, what percent- 
age of that market would be supplied by oil 

owned and produced by McColl-Frontenac? You can 
use any figures that you wish as to the aggregate 
barrels that would be going into Montreal as long 
as you state what they are. 

MR. LILLEY: All right. Would you give us 
just a moment on that? 

MR, HOWELLS: 3%, under the pro rationing 
sysvem, is the projection as of January ist,/1960., 

MR. PATTILLO: What would be the situation 
of the Texas company? 

Mi. HOWRLLS?” The “Wexa s: company)  T)-think 
we established -- 

Hh. LG 2° ale Chins reallly ae done as 
you are’ deating with the'Texas Exploration Company, 
that information could be obtained from them, 

MR. PATTILLO: I would be very pleased to, 
ie ti ltey, Pam jus vvatratd chav) they aient tell 
us they do not appreciate the Montreal market. 

MR, LILLEY: Actually we don't have the 
information “on that . 

MR, PATTILLO: They said they were going 
UO use “some proportion of Canadian crude at this 
new refinery in the Puget Sound area. Did they 
mention anything else to you? 

MR, LILLEY: Yes, they mentioned a range. 


They told us they wanted to employ some Canadian 
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crude consistent with their plant balance there, 
They talk of running up to, say, 8,000 barrels 
per day, or possibly 20% of their Capacity. 
I can't be more specific than that. They were 
conscious of the need of moving Canadian oil 
into that market, and they felt that was a fair 
program, 

MR, PATTILLO: Mr. Morrison of the Trans 
Mountain Pipe Line Company, who gave evidence in 
Victoria, told us that Alberta oil could be puc 
into the Puget Sound area today at the most 
economical price of any of the oils, and he 
also told us that if the line of Trans Mountain 
was running at capacity its present tariff of 
42¢ could be further substantially reduced so 
that you could get a further reduction just by 
a reduction in the transportation charge, if 
you had full capacity. Now, from your experience 
in the oil business with the Texas company, when 
the Texas company is only talking about using 
a percentage of their requirements, if Mr, 
Morrison's facts were correct, is the Texas 
company carrying out its usual policy of having 
some regard for something other than bare 
economics? 

MR. LILLEY: Well, I think the Texas 
company always has regard for economics, and 


they also have regard for other things as well, 
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MR.PATTILLO: Would you explain, those 
things? 

We, DILLEY: Yes, 1 think I could, 7 
will attempt to, anyway. What I am saying is 
this, that they have an IUeTSs >, as you have 
yourself outlined, in many places in the world, 
and first and foremost they have an obligation 


J 


to their shareholders to see that they operate 
the business in an efficient and economic manner, 
but certainly they have an interest to see tiav 
they are good citizens in the areas in which they 
operate, which are many. I think they attempt, 
therefore, to keep a reasonable balance between 
these two positions in the various Zia e e 

MR. PATTILLO: When we are considering 
the Montreal market, are these the factors that 
influence you in bringing foreign crude into Montreal? 
In other words, as a company in the Texas group, 
you are having regard to the best interests of the 
shareholders of the Texas company and you are 
having regard also to the interests of the Middle- 
East and the Venezuelan as well as the Canddian 
consumer, 

MR, LILLEY: No, I don't think TI could 
agree with that. Our primary interest here, 
predominant interest, igs looking out for McColl- 
Frontenac and their own successful survival, 


Now, we have individual shareholders of whom we 
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are very conscious; we have a majority of .cCanadians 
on our Board, and we attempt to Operate) this asa 
company, and at times we import crude from other 
sources. I wouldn't say that was the governing 
factor in our Montreal DOGAVA Gla 52 Ce dell Wm certainly 
no influence outside of Canada. 

MR. PATTILLO: You would agree with me 
that as long as you merely use foreign crude in 
your Montreal refinery, the profit your company 
makes is confined to its transportation over the 
Portland-Montreal piped ine ica refining operation 
and its marketing operation, 

MR. LILLEY: Yes, I think that is essentially 
correct, We may make some transportation profit, 
depending onthe conditions at a given time and 
our charters. 

MR, PATTILLO: On the other Nand. wyvou 
are using Canadian crude, with your Source wf. raw 
material here in Alberta you would also be making, 
to the extent of the percentage of crude that came 
into the Montreal refinery that was your own, 

a profit on producing as well, 

MR. LILLEY: That is correct, In a short 
period we might come at it in the immediate future, 
I think the tenor of our brief indicates that we 
have some misgivings that that is in the best 
interests of our shareholders and the company in 


the long term. 
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MR, PATTILLO: In reading your brief I 
would say that the real fear you have of taking 
Canadian crude to the Montreal market is the 
‘rigidity of the thing, that there would be a 
very substantial investment that would be 
required to do this, In order to pay it off 
it would require a rigidity of supply that you 
don't think is in the best interests of your 
company. 

Mis UI LGLEY: focniink, Ne. Pattilio.. that 
that in part might be read into our brief. We are 
nervous about that rigidity and the imposition on 
the industry conditions and restrictions which 
might not be for the best interests of the industry, 
it 1s our feeling, and I think our brief attempted 
to demonstrate, that on the coastal markets we 
are a long way from the source of oil, and when 
you find tankers able to operate on a better 
market basis cheaper than pipelines, the long- 
term basis would be for the coastal markets to 
pick up crude from outside sources and try and 
find a market for their domestic erudes at 
places nearer the source, and I think that is what 
we attempted to say in our brief, 

Mt oar ELOe 2 thdaeeyou. did, but 1 
want to see how we are going to get some help 
from McColl-Frontenac and the Texas company in 


Supplying that market which you think is the normal 
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market for Canadian crude, and if you are going to 
have a 40,000-barrel refinery in the Puget Sound 
area, I am wondering why we cannot look for a 
total more than 20%, 

MR, LILLEY: That is something not known 
to me. I have only attempted to find out what their 
future plans and prospects were. I would be very 
glad to find out what their future planning is 
and why it is the way it is, but I think that is 
Something in the realm of the Texas company's 
decision. “know they will try to be as helpful as 
they can. I know that they have other complications 
which engage them at this time. 

MR, PATTILLO: If they were not subject 
to pro rationing they would have more than an 
adequate supply here in Alberta which they could 
Ship into Puget Sound to keep that refinery going 
at full capacity. 

MB. ULLLEY: I think pro ratcioning 16 
at a level which is set at the present time, 

MR, PATTILLO: I think you would agree 
with me that if you didn't have pro rationing as 
to price -- I am not talking about the conserva- 
tion matters -- if you had an economic allowable 
under the ene system of 35,000 barrels per day, 
you certainly would have adequate Supplies of your 
own that you could ship down and Supply a refinery 


of 40,000 barrels a day capacity at a cost less than 
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mee’ the posted price. 


May othe Well. . am oti wire that: 1 
Have “tils quesclon correccly. If you ask me if the 
Texas company would have sufficient crude available 
CO Ship ana supply taus rerinery, - think the 
answer is yes. If you ask me how the price comparisons 
work out between the cost of Canadian crude delivered 
at the Puget Sound area as opposed to th 


pot 


sources that they also have some responsibility in, 
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Wenner able CO answer that question at this time, 
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Y__on resuming av 2 p.m. 

THE CHAIRMAN: Gentlemen, the Commission 
will now resume its hearing. Ney Patol o? 

MR, PATTILLO: Thank you, Me. Chairman. 

T understand, before IT resume questioning, 
that Dr. Howells has something that he wishes tO 
read in regarding -- 

MR. HOWELLS: Yes, Me. Pattilic. You 
asked this morning a question regarding our land 
holdings and also our crude oil reserves. We have 
those figures. 

Tie land holdings are, as of December 31; 
LO57 (and tie Lisures, are to the nearest 500 acres): 
our working interests lands, which include leased 
lands and lands held under reservation, amounted 
to. 279 fsDOO acres, Our royalty 4nterest lands, 
196,000 acres. That is a total of 1,993,500 acres. 

Crude oll reserves. 60,500, 000 parrels. 
Natural gas liquids, 5005 000 parrels. 

By the way, I would like to correct that 
14 millions I gave this morning. 

That gives a total, of reserves, ef 62 
million barrels. 

MR, PATTILLO: While we are on Seaceuos 
ject, it might be a good time to bring this. UD 

Has McColl-Frontenac eve made a dis- 
covery in Alberta or Saskatchewan and, following 


the discovery, transferred the lands to ‘che Texas 
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company for development by the Latter company? 

MR, HOWELLS: The McColl-Frvontenac Oil 
Company -- I may not be too precise as to Caves == 
entered the field of production in ene aid, OL L959 
and continued as an operator under the sponsorship 
of McColl-Frontenac only until Ato Soe s aa 
remember correctly, at which time an agreement 
was made with the Texas company to take over the 
exploration phase of McColl~Frontenac. 

This was accomplished under two agrec- 
ments, the final agreement being in February of 
1950. MeColl-Frontenac was then Cug OL une fileid 
of exploration production until January ist, 1954 
and, since that time, has operated as an entity 
completely divorced from any other operations of 
the Texas company. 

MR, PATTILLO: Now, I understand that at 
the present time the Texas company, in Alberta, nas 
a very large MPR. 

Dr. Howells, what do you know, personally, 
as to what proportion of that MPR of the Texas 
company which it now has would have been in the 
name of McColl-Frontenac if these agreements had 
not been made of which you nave just told us? 

' MR, HOWELLS: Well, that would be rather 
difficult. I have no figures at the moment, of 
course. 
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MRS OPATEFILLO: “Would you. Like to. pre- 
pare a written memorandum on that and file it with 
the Commission? 

MR. HOWELLS: I will do that. Incident- 
ally, we do retain an interest under the agreement 
with the Texas Exploration. 

We will prepare the statement, as you 
suggest. 

MR. PATTILLO: Was the reason for that 
transfer from MceColl-Frontenac to Texas in any way 
related to the tax advantages of one company versus 
the other, the difference between the U.5. and 
Canadian tax position? 

MR. LILLEY: May I answer that one, Mr. 
Pattillo. 

I think the correct answer is quite a 


simple one. It was not based on tax. iG 18) based 


on finance. It is rather hard for a small market- 
ing and refining company to carry the load of an 
accelerated producing program and stay within its 
own finances, and we felt, by so participating, 
by leaving them to carry more of the load of fin- 
ance, we would be further ahead as a company, be- 
cause we were unable to carry on at the accelerated 
pace as seemed to be demanded. 

MR, PATTILLO: What I am interested about, 


ire Dilviey, is this:  a¢ an .official of he Texas 
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company until very recently, what is the object of 
carrying on an accelerated program if you are 
doing nothing about trying to find a market for 
the crude product? 

MR. LILLEY: Well, I suppose the answer 
to that, Me. Pattilile, is that people who look for 
oil are perennial optimists. We think that if we 
find the oil the economics of growth, the economics 
of growth of world population and the use of energy 
will eventually take care of those who find it. We 
play against the future. 

Had the o1b tndustry mot done so, J 
suppose we would have been far shorter in energy 
reserves in the world than we are today. 

WR PATOTIULOs: I have heard one’ person 


describe the oil exploration and development of 


companies in Canada vis-a-vis their oil explorations 


and development, say, in Venezuela and the Middle 
Hast, “as being, in bie one cape, an investment in 
bonds and, in the other case, an investment in specu- 
lative stocks. 

Would you say that was a fair analogy? 

MR. LILLEY: I have never heard that ana- 
loey,) Mir, Fatoilic,, but. certainly think there may 
be some merit Li Che. 

| think thatall of us nave great. conti- 
dence in Canada, in Canada's future ability. The 


Texas company, to which you have often referred, is 
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operating -- I know of one place which is producing 
oil, or, at least, it was a few weeks ago, which 
was in enemy hands and has been upset by war in 

the last fifteen years twice and has been lost 

to them and regained again. That sort of thing 
may be the speculative element of which you speak. 

Mae MRA Tan bos §pomip you think if 2 
company comes into Canada and has that regard for 
the national economy that you have been talking 
about, that it owes a duty to the country to see 
t6-1t thaterzt not only develops theeresources but 
finds a market for them? 

MR. GlGLEY:  I-think that is true, 

MR. PATTILLO: With your knowledge 
and from your association with the Texas company, 
wnetvenas £tyever-done, other than this; possible 
8,000 barrels a day in the Puget Sound area, start- 
ing sometime in the Fall, to endeavour to develop 
aomoarkevs for Canadian verude? 

MR? LELLEYSS WellyeLrwould say what they 
are doing something or plan doing something, as you 
have mentioned, in the Puget Sound area. 

I suppose they consider that some of the 
work done by MeColly although it has novdirect connec- 
tion with the Texas company,may, in a@ measure, tend 
tLorusermore;Canadzan erude, whieh; ini faecpeievso. 

I know they have contemplated, in times 


past, certain projects in the three states which were 
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mMenwLoned i Our briei,) and I think those things 
are Still alive in their minds, although present 
day conditions may mitigate them coming to their 


fulfilment in the immediate future. 

MR. PATTILLO: What I am inguiring about 
is this, Myr. Lilley: 

If the Montreal refiners do not want 
Canadian oll to go to Montreal, don’t you think 
that there is some obligation on them and their 
parent companies to put forward some alternative 
MeILCh LS 20ing to help the producing situation in 
Alberta? 

MR.) LDLILGEY: Well, I thank that is a 
Ppeaseuable approach, Mr, Pattilio, and IT think they 
ere ali very voonselous Of 17 and attempting to 
work out solutions. The one I have mentioned, 
which was the Puget Sound one -- I don't want to 
keep repeating this -- was done with that idea in 
mind, and I think they are searching for ways and 
means. 

As has been said here, this is rather a 
difficult year in the oil industry and when the pace 
picks up again and when the hoped for restrictions 
in the United States begin to ease there may be 
more markets and places for this oil to flow more 
naturally. 

MR, PATTILLO: Have you looked at the 


brief which the British American Oil Company has 
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filed? 

WR. LILLEY: Ne, sir, I have not, 

MARY PATTI“LO: “On page 1G of that brief, 
they show comparisons of laid down prices in the 
Puget Sound area and they show that Redwater can 
lay down at a price of below the laid down price 
of any crude except Sumatra, which has a e¢ differ- 
ential in Sumatra's favour; and they can lay down 
48¢ below Venezuelan crude, 20¢ below Arabian crude 
and 50¢ below Californian crude. 

THE CHAIRMAN: Mr. Pattillo, excuse me, 
but I am just a little bit concerned about your 
quoting from the British American Oil Company brief, 
which has not yet been placed before the Commission. 
i ao not dmow how you Can get around that difficulty. 

MR, PATTILLO: Perhaps I would change the 
Peeord. It ae nov the Eritigh American. O11. It is 
from an unimpeachable source. 

Mie Clie s MiP Papel los © will accept 
that. 

MR. PATTILLO: Now, when you have those 
figures from that unimpeachable source, what puzzles 
me is, if you have a refinery with a capacity of 
40,000 barrels and you are going to give Canadian 
crude an ese WD to 6,000) barpele. 26 ab not ai 
most a case that the devil takes the hindmost and 
that is what Canada gets? 


MR, LILLEY: Well, I have not had a chance 
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to review the figures from this unimpeachable source 
and I am not at all sure of the elements involved 
as to transportation or the basic cost. 

sumatra is rather a complicated area, 
with a rather unusual pricing system and transpor- 
tation, of course, over that tremendous area is 
One Of the Major iactors in the landed ‘price, so 
= really cannot comment on this date. 

Refineries are complex things, as I am 
sure you well know. Product quality and the resul- 
tant use of them has a great impact on the type 
oP combination of the crude you run. 

I mMignc also repeat something I méntioned 
earlier, that I think all companies operating in 
many areas generally try to be good citizens in 
all of them and sometimes, when you are in a period 
Om SUrplus, 20 2s Giiticult to be Like Solomon and 
know how to make decisions. 

MR. PATTILLO: Well, I am impressed with 
this 200g citizen idea, buv Lam also Interested 
in the Canadian consumer and Canadian economy. You 
agree that part of good citizenship is to have re- 
gard for that? 

Mie teluisny te Tee: 

Mini PATTIGLG: Now, your approach to the 
Montreal situation, I assume, is that the real reason 
you do not want Canadian crude to go to Montreal, 


to the Montreal market, is that it is going to cost 


q 
| 


—_-——— 


+ Pa 4 ae oe writes 2 rx Pe LJ uy onze ‘ hr 


7 


77 i waa Pi 


Ty 09 saa yammNCTE NONE 


xh pois sa enliven a 


RoC . ST ” 7423 i a - ars - 2 
r\ 7 - ry ia op ' Ht 
' = 2 ay! 
‘¥ roy r srry ° art , ; 
5 aed 4 tALrSh r ré : 
q % " * : . 
° Paes ; fy fy ‘oc 13 rye t e 4 , 
' ie? 
a4 ay Ay * . 
damnn Jones Vl ose 
je ; . ; 
a : a ra 


ot 
; 
t. 
= 
S 
G 


t 
YT), > i “ 
7 : 
a : 
LS af . 
*S ; 4 | 2) | i rh P 
i 
“f 
oy Me ool mT 
ms : here 
“a : Ad yd . 
a 
vs 
wey : a2 
t i ar 4, oy hy , 18m 
a 
a “e 
; w 
. va Tet ‘ 
soup et wept 'Y | 
ba man 
| ; z 
wat ig f toate nem i 
. . 
Pees gts ; 
‘ : 7 : ; : 
a ae aa) SLsit cl WOOD WO 
+ Pr 
err oe 
, april Tee Y a MIA ES Cg «Pier 
& da ne rae ee ; fil 
; 
i - Oe 
ree SS { Ld fee DT ty wie BD) 
oO Bes aS neton; et) ayha at 
4 a vt 
— " ; ‘ ne 
isi2in Geog In debe eds eory 


_ 


Suv SURI 4am 


4% ORT Di tae 
ewan suk bo tAy el 


a ry 1 age 


ehovo, tinh oanye od aaM dos! Cb: iat 


Ort By dO bawyouM 


ae i a> Pa . 


109 


1 


ANGUS, STONEHOUSE & CO. LTD. 
TORONTO, ONTARIO 


the Canadian consumer more if Canadian crude goes 
there, 16) that it? 

MR. LILLEY: I think that is one of many 
reasons, that we believe that will be so, 

MN. PATTILLO: Then how are you..coing to 
give some benefit to the Canadian consumer by in- 
creasing our national wealth out here in Alberta? 
You will agree that this money in the bank, or the 
oil in the ground, not in use, is of not much value 
to anybody except the company that owns it? 

MR. LILLEY: Well, yes. Of course, there 
is always some value in a country looking towards 
the future, but I do not think we would want to 
settle for that approach to the problem. 

Iecthink Our Deller mentions, the, fact. that 
nobody wants to say they are happy with the present 
distress condition existing in the Alberta area. We, 
as producers, ourselves, would like to see the situa- 
tion improved, but I think our hope is that there are 
Other methods of doing it which, in the Lone. aun, 
will bring more benefits than building a Montreal 
pipeline to the Montreal market. Maybe, someday, 
that will not be the case; but that is our immediate 
analysis now. 

MR. PATTILLO: Have you got together with 
any of the other members of the industry to see what 
alternative suggestions could be brought forward 


which would not be merely words but would be concrete 
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ANGUS, STONEHOUSE & CO, LTD. 
TORONTO, ONTARIO 


MR. LILLEY: No, sir, we have considered 
our own situation very carefully. That, of course, 
LPAOUrw Leet Obligation: 

MR, PATTILLO: I am going to ask you this 
question, which I wanted to ask of Imperial Oil and 
neglected to do so: 

We have had three briefs now, Shell, 
Imperial Oi1 and your own with respect to the Montreal 
refining situation, all opposed to Canadian crude 
going to Montreal, Have you been present at any 
meeting of the Montreal refiners where discussion 
took place as to whether or not you would oppose 
or would not oppose the proposed pipeline to 
Montreal? 

MR, LILLEY: I have attended no such 
Spero TA Ghani are Seat any TOlsoyed sia vewiad 
informal conversations of a brief nature once or 
twice, but no meetings of any sort with any group. 

MR. PATTILLO: Is the viewpoint expressed 
here the considered, independent viewpoint of McColl- 
Frontenac, or is it a viewpoint which you agreed to 
as one of the Montreal refiners? 

MR. GELLEYs).1@ is, definitely the opinion 
of MeColl-Frontenac Oil Company Limited and is not 
an agreed-to approach with any other group of com- 
panies. 


MR. “PATTILLO:) Dr. Howells, as long as you 
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ANGUS, STONEHOUSE & CO, LTD. 

‘sseshave been in Alberta, in the producing business, 
do you know of any producer in Alberta, other than 
Imperial Osduonr Bf Old, hat. up, Go the present 
time, has made any effort to find a market for the 
products, scrude o1l products? 

MR, HOWELSS: To my knowledge, the two 
companies mentioned have been the chief purchasers 
of crude oil in Alberta. 

MR. PATTILLO: Now, that is not my ques- 
tion. Do you know of any other companies, other 
than those two, who.are in the producing business 
in Alberta, who have taken any steps to find a 
market for Alberta-produced oil? 

MR. HOWELLS: 1 don!’ t know of-any speci- 
tic company, other, than whose two. 

MR. PATTILLO: Do you know of any attempt, 
which I might say would be an industry attempt, 
apart from the efforts.of those two.companies? 

MR. HOWELLS:.-1L don't. know of any, speci- 
fac, i nCinents. or that nature. 

MR. PATTILLO: Now, would you agree with 
me, Mr, Lilley, that as long as you have prorationing 
in Alberta and prorationing in Texas, and the pro- 
ducers in Aiberta continue to follow the policy 
that has just been outlined by Mr. Howells, such 
Gourse cannot help.but! react: to the benefit: of, any 
company which is producing in Venezuela and sending 


its raw crude to Montreal? 
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ANGUS, STONEHOUSE & CO, LTD. 
TORONTO, ONTARIO 


MR DILLEY: Just a minube. “Et am not 


sure that I have that exactly correct, but if I 
understand what you are saying -- 

MR. PATTILLO: We will have the question 
repeated. 

---The Reporter thereupon read back the question. 

MR. UILLEY: We are having a little 
confusion in our own house trying to understand 
how we will answer the question, because I am not 
sure I understand exactly what is intended, but 
I do not see how prorationing in Alberta has any 
effect on the ability of Venezuelan crude to move 
rm’ nere. 

It seems to me what is affected, either 
favourably or unfavourably, with respect to 
Venezuela versus Alberta crude, is the fundamental 
importance of economics and price structure and the 
ability to reach the market at reasonable transpor- 
tacion costs. 'd4 de® not quite see the’ prorationing 
angle to this. 

Mi ee ATRILLO: OF Weak). whlivscry tol explain 
what I see about this prorationing angle. 

Would you agree, from your experience in 
the Texas company, that there is a great deal of 
difference between the spread of the cost of fina- 
ing ‘oll’ in’ Texas and’ the price for which it sells 
in Texas and the spread between the cost of find- 


ing oi] in Venezuela and the price for which it 
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ANGUS, STONEHOUSE & CO, LTD. Dik 
TORONTO, ONTARIO 


sells in Venezuela? 

MRY- LILLEY: Well, I am certainly nov a 
qualified authority, nor do I have figures which 
would support me as an authority on that particular 
subject, but I might pass this along, in passing, 
that -- and I cannot tell you the exact year, but 
I believe it is in the period since 1950, and the 
Texas company has been operating since 1902 in 
Texas and has been operating in South America for 
many years, and I think it was not until after 1950 
that they received a pay-out on their operations 
in Venezuela, whereas their Texas operations were, 

I think, reasonably successful. 

In other words, the magic of profitability 
and low cost in these foreign crudes is sometimes 
not all it really seems to be. 

MR, PATTILLO: Of course, what you have 
just told us could be erfected by the same policy; 
they have followed the same policy in Venezuela, 
for a while, that they are now following in Alberta. 

MAZ uth hyYs 1 thank the problem is one 
more of redeeming -- the fact that it is expensive 
to operate and buy oil in some of these countries, 
ang you do not do things which you do in areas which 
are fully developed,and exploration in the jungle 
is always expensive and sometimes the markets are 
a long way away, over very rugged terrain, and all 


these things, weigh into your cost of operation. 
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ANGUS, STONEHOUSE & CO, LTD. 
TORONTO, ONTARIO 


background for the question, and I am afraid I did 
HOU PUT Le too “icarly, apparently, a. wiile ago: 

Do you agree that if you have a company 
operating in three areas and in the highest cost 
finding area you have prorationing, and in the next 
highest cost finding area you have prorationing, 
and in the lowest cost finding area you have no 
prorationing, that what happens is that the higher 
COgt Droravioning saness act Jike an umbrella over 
the selling price of the area where there is no 
prorationing? 

Mie oll Days wWell, L don’t ‘know, . L think 
that is a complex question to answer. 

Certainly the stability of prices in any 
part of the world tends to create more stability 
than in other areas which may be not so inherently 
stable. 

Now, eoing back into the history of prices 
of some of the foreign crudes -- I don't know if 
this is what you have in mind, but you may discover 
that prices do not follow in the same measure at 
ell Viator Olt vow th eS Dro raulon area, as you might 
suppose. The Middle Eastern prices have not followed 
upward to the same degree and they frequently have 
gone downwards, With no relation to pricing inthe 
United Staves or Canada, 

Now, it is hard to draw a direct associa- 


tion between those two with respect to prorated areas 


or non-prorated areas. 
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ANGUS, STONEHOUSE & CO. LTD. 
TORONTO, ONTARIO 
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MR, PATTILLO: Well, we had some informa- 
tion given us the other day by the Home Oil group 
from some journal, where they said the finding costs 
in Venezuela were 40¢ a barrel, the finding costs 
in Texas were the highest in the world and Canada 
was a little less than the United States, and then 


we have the one half cent in the Middle Fast. 


1 eee ithe: eheoretical., bus lat us 
assume that those figures are correct. Then would 
you agree with me that the spread between the find- 
ing cost in the United States and the posted selling 
price is less than the finding cost in Venezuela 
and its posted selling price? 

MR, LILLEY: Well, based on the assumption, 
which I may say I do not agree with, but based on 
the assumption, initially, I do not see how you 
could do anything but apply mathematics and come 
up with an answer; but I think the assumptions are 
somewhat open to question. 

MRS PATTIELO: 2 think so, too, because 
I have it from another unimpeachable source that 
the finding cost in Venezuela is ever so much less. 

MR. LILLEY: Well, I guess what you call 
finding rote -- there are a lot of factors that 
go into an operation. 

MR. PATTILLO: What I want to ask you 


about, and' Dam trying still. to develop, this 
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ANGUS, STONEHOUSE & CO, LTD. 
TORONTO, ONTARIO 


MR. PATTILLO: Well, this is what I am 
going to suggest to you, Mr. Eevee Im your 
experience in the o11 business, do you agree that 
the large international oil companies, Standard, 
New Jersey, Shell, Gulf, Texas, and there may ve 
Some others I have omitted, have substantial ‘con- 
trol over the United States domestic market? 

MR, LILLEY: You have asked me whether 
they have substantial control? 

MR, PATTILLO: Over the United States 
domestic market, 

MR. LILLEY: My answer would ve they 
not. 

MR, PATTILLO: What would you say was the 
percentage of the domestic Supply in the United 
States? 

MR. LILLEY: You mean the amount of 
domestic production, shall we say -- 

Meee ATT Tide .tnd reriningrcapacaty, 

Mt OLIGLEY ss LT -have no ii Pures ponnihat. 
We will have to try and get some for you, 

MR, PATTILLO: What I am suggesting to 
you -~ and I am not suggesting that you have not 
read any articles that are public knowledge -- is 
that these companies, by having control over the 
United States market price, can then go out into 
the Middle East and into Venezuela and make sup- 


Stantial profits in these countries because OF 
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ANGUS, STONEHOUSE & CO, LTD. pi liy 
TORONTO, ONTARIO 


the fact that as long as you have pro rationing 
in the United States they have an umbrella which 
affects the whole world price of oil. Now, after 
twenty some years in the oil business, don't you 
Chine Crere 2 a little truch in that? 

Mh. GlGGEY: Wells ar the first place, 
I can't agree again to the premise that these 
companies you have named control the oil industry 
in the United States. It is a very active and 
competitive market. That is the first thine. 
it you imply thay chav control, as you say in your 
statement, is used to carry a broader system which 
te based Upony PF gather, ‘pro rationing in the States, 
i -don'; know, 

MR. PATTILLO: Do you agree with me, 
from your knowledge of the business, that if the 
mark-up between finding cost or replacement cost-- 
let's use replacement cost -- that the mark-up 
between replacement cost and selling price was the 
Same “Ii whe Middle Hast as "it is “tn Vexes, the 
Montreal refinery would be having a large laid-down 
Drice to pay Loc products? 

MR, LILLEY: Let me check on that, (6 ae 
Lor instance , in the Middle East would have a great 
geographical disadvantage. The prices are*not tied 
into Western Hemisphere prices and dontt move in 
the same directions. Its so-called low cost of 


finding is maybe not as low as it may appear, 
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ANGUS, STONEHOUSE & CO. LTD. = Oo 
TORONTO, ONTARIO 2) TGS 


~OU are probably Tamiidar with the fact that in the 
Middle East you not only build roads and electrical 
systems and highways, hospitals -- 

bie -PATTZOLO: You buy a2 2ot of) Cadillacs, 
I understand, 


WV 
\¥ 


ie ihbees Well, ip ae & more expensive 
operation, and there is certainly not a correlation 
between the prices in that area and the prices in 
the Western Hemisphere as such, 

MR PhO: 1G ten" to the disadvantage 
of Canadian crude laid down at Montreal, according 
to you refiners. 

MR. LILLEY: That is because of transpor- 
tation, 

MB. PATTILLO: As a refiner in Montreal, 
do you agree that so long as you have pro ration- 
tne 10 Aiperta and pro retioning in Texas and the 
southernpart of the United States, and as long as 
Canadian crude is the crude used as far east 
Toronto, the Montreal refiners using foreign crude 
have a built-in area of protection? 

MAY JLDLEY. 2 don't know that that. is 
a built-in area of protection. I think we have 
tried to point out that we believe that with the 
existing transportation and price arrangement in 
the world foreign crudes can move into the peri- 


phery of Canada at prices which make it difficult 


for land-locked crudes to come in and compete, 
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MR, PATTILLO: But you agree that they 
do get their crude laid down at the Montreal refinery 
cheaper than the Ontario refinery price of Canadian 
crude laid down at his refinery? 

MR. DILLEY: IT will-have to check that, 
Yes, I-say that 18 essentially correct. 

MR, PATTILLO: And yet there is no 
appreciable difference between what the consumer 
iS paying Tor the products in’ Ontario or in Quebee 
or in the Maritimes. Would you agree with that? 

Vi. LISLEY: No, Sirs 2 don ®t think — 
would. I would like to have Mr, Farquharson reply 
to that. This refining business is a very complex 
part Of "The" Tndustry. 

Hn PATTIORO? 2 would’ just dike Mr, 
Farquharson to tell me -- I am not talking about 
what the refiner gets -- is there any appreciable 
difference int the product” prices” in Ontario; cuebee 
and the Maritimes? 

MR. FARQUHARSON: Mr, Pattillo, there 
are several types of businesses concerned in this 
matter, and we feel we would like to prepare some 
figures on it. We can't answer that at the moment, 

HRS PAPIEDLOY Twill tell you, Mr. 
Farquharson, just exactly what I have in mind, 

Mr, Brown said the other day that the source of 
the crude wasn't what governed the ultimate price 


paid by the consumer for products but that the 
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ultimate price paid by the consumer for products 
rae governed by the laid-down import price of 
imported products. Now, I want to know, not only the 
information you told us you would Save Us, Ao" you 
agree that the price charged for products in Ontario, 
Quebec and the Maritimes bears any relation to the 
laid-down imported price of imported products? 

MR. FARQUHARSON: No, basically the 
cost of crude oil delivered into the area and the 
operating expenses dictate the level of the prices 
that must be achieved under sound business management, 
The cost of imported products has undoubtedly an 
effect; it was brought out before the Commission 
that the competition within the industry and from 
other sources of energy are also Significant factors 
in determining the significance that can be achieved 
in the Montreal area, 

MR, PRAWLSY: What I am interested in adic 
according to your brief and one of your exhibits, 


4 


it is costing you to bring this erude through the 
Portland-Montreal line in the case of Middle East 
crude about 10¢ more a barrel than if you brought 
it down by tanker directly to Montreal, 

Mn, FPARQURARSON: “that,” 1 donte’ think,” 4s 
in our brief. 

Mr) PRT TeLOs. Melia at Ws an’ exni bis, 


one of your exhibits, the differential of laid-down 


Draces. 
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MR, BPARQUHARSON: I think that just 
exhibits what factors the different rates would have. 

Ma. PAT@ILEO: If ichaven't got that 
correctly, Mr. Farguharson, I apologize. I was look- 
ing at your Exhibit F. You have via the Portland 
Pipsiine, Evid tanker. bo Montreal, and you say in 
the case,of via the Portland pipeline, in the case 
of Arabian:oll, USMC minus-20, using the pipeline, 


ony ¢ 


3.39; minus 40, 3.18; minus 60, 2.98. Via tanker 


1S) 


to Montreal the comparable prices are awa ale 
Prot. LE ow Toot asl the others, it seems to me 
that that is what happens all the way along the line, 


4 


Now, the way I read that is, based on what you have 
just told me now, the Canadian consumer is apparently 
subsidizing that Portland-Montreal pipeline, Would 
you agree that he is? 

MR, LILLEY: Well, I was talking to our 
economic » group who have worked on this, and I think 
tne answer is that -- we may have to put some correc- 
(one 2hLO Chis record == thie ia primarily to 
illustrate the effect of cnanging tanker rates and 
the substantial portion of cost they bear in terms 
of delivered product, One of the intangibles that 
hasn't been mentioned here is that you can use large 
tankers from Portland which can be operated cheaper 
or very often chartered cheaper, whereas with the 

raught coming up the river you use smaller 


vessels, and the waterways into Montreal limit 
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tHe Size of Gratt. 2 think if you want to go into 
that we should give you some figures on it, 

t, PATTILLO: I think you should do that; 
and also I would like you to deal with the Maritimes, 


because there you most certainly don't have the cost 


of the Portland line and you have a lesser price 
to get into Halifax than Montreal, and yet to my 


amazement the prices are about the same and therefore 


the price of products to the consumer should be the 
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MAR. DILOLEYs I don't know the subject 
sufficiently well to be absolutely sure of this 
statement, but I would suggest that in an area 
which is more sparsely populated, and lower levels 
of consumption in large groups, you find your cost 
of distribution rises materially as opposed to 
the more concentrated areas. 

ME FATT U0: Well, I know your com- 
pany does business down there, so I would like you 
to look into it and give us some comparable figures. 

ME, DLGLBY: We would be glad to do that. 

MR. PATTILLO: Me. Lilley, has your 
company given any consideration as to what its 
answer would be if it was asked to sign a through- 
put agreement for Canadian crude going into 
Montreal? 

MA, LILLEY* Yes, sir, we have, and 
I think our answer would be that we would see no 
advantage to us in signing a throughput arrangement. 
We feel that the pipe line in the long run, as our 
brief has indicated, would not be economic, and we 
do not see whereby we would gain by putting the 
product through there, whereas it may be more 
economic elsewhere in the long term. 

Mn) PATTIGLO: Have you given any thought, 
as a company, to discontinuing the use of the pro- 
ducts line from Montreal to Toronto and thereby 


giving a greater market for Canadian crude? 
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MR, LILLEY: I would like Mr. Farquharson 
to handle that. 

MR. FARQUHARSON: No, we haven't. 

Ne.” PATTI: Would you agree with me 
that if that pipe line was discontinued there 
would be a greater market immediately for Canadian 
eruce? 

MR. FARQUHARSON: Nolet dont think 
you can discontinue the Trans-Northern pipe line 
as it is the only practical means of transporta- 
tion out of the Montreal area and also out of the 
Toronto area. 

Mi SPAT: That line is capable 
or being made to TDlow. both ways, isn't.it, Mr. 
Farquharson? 

MR. FARQUHARSON: Vesjeln 1Sypossi bles 

Mit oP AUD ioe oo that, let me put this 
GO you: “do you agree, first of 41], if the Line -was 
simply discontinued and not used at all that im- 
mediately the market for Canadian crude would go 
up because the refiners in the Toronto area would 
have a larger demand for products? 

MEG Bry « NOs Jeon. chine so’. 

MR, PATTILLO: Well, where would the 
gap be filled? There are 60 some thousand 
barrels a day, aren't there, going over that 
product line? 


MR. LILLEY: There is approximately 
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60,000 a day, yes. 

MR. PATTILLO: If you suddenly stopped, 
the line would dry up, and how would it be 
Filled if Ontario refiners Grom, cite chia: 

MR, FARQUHARSON: You have got your 
limitations; I think you are getting into a 
rather theoretical situation here. 

MR. PATTILLO: Perhaps I am. Can you 
tell me how much capacity there is at the present 
time in Canadian refineries in Ontario which is 
not being presently used? 

MR. FARQUHARSON: Yes, I think that 
is shown in our brief. 

MR. LILLEY: While that is being 
looked up, I would like to comment on one thing: 
once you fill a products pipe line like that you 
tend to commit your operation to the use of that 
line, and many of the supply points and tankages 
that go with that distribution are linked with 
tha. line. If you are talking of the immediate 
future, of finding the ultimate means of supply, 
some of the points are not always easily reached 
from the point of view of distribution. 

MR, PATTILLO: Yes, but it has hap- 
pened before that companies have traded products 
and helped one another Out at vLmes7 

MR, LILLEY: At times, but with these 


points which tend to be away from the waterways 
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and normal services, we have to depend on other 
means of transportation, 

MRa pt PATTIELGs I can appreciate what I 
am putting may not be a feasible thing, but I must 
canvass, in my opinion, every possible solution. 

MR. LDGLEY: Surely. 

MR. FARQUHARSON: Mier ea tulad lO. 4d. const > 
think we have that information. 

MR. PATTILLO: I wonder if you would 
get it and file it with the Commission? 

MR. FARQUHARSON: Yess 

MR. ULUGEY: ourely,..We can.get it. for 
ourselves, but I am not sure how we get the 
figures Tor the rest,of the.industry. 

MAs. BATUILDO: Perhaps you could have 
oper et Those 2ntormal chate. 

Have your company given consideration 
to their views on the advisability of the Canadian 
government imposing an embargo on foreign crude 
coming into Montreal and, if so, would you please 
express your views on that? 

MR. LILLEY: We certainly made no study 
on the subject of placing an embargo on the impor- 
CAtLLONYVOlaT opelgne O11). Obviously, in the short 
term it would have effectswhich would be difficult 
to evaluate because I don't know how we would 
Supply our markets,with the dislocations that 


would occur. Embargoes are tentatively 
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restrictive, and, for the reasons pointed out in 
our brief, we do not think they are in the long 
range interests of Canada. Certainly, what the 
long range effects would be, I hesitate to conjec- 
ture, I do not think they would be beneficial, 

A es el ee OO The United States has an 
import tariff of 103 cents a barrel on crude: if 
the Canadian Government imposed a tariff of an 
equal amount, do you think that that would have 
any effect and, if so, what effect,on the importa- 
tion of foreign oil to the Montreal market? 

MB LLL Y s Well, yess 1. think, ecen- 
tainly, that at some point a tariff would tend to 
Change your economics. I am not able to say at 
what point it would change. Whether the United 
States type of tariff would be sufficient, I don't 
know. Certainly, the more costly foreign impor- 
tation becomes, the more economical things tend to 
Ce. 

ME. PATTIGLO: Have you given any con- 
Sideration to, perhaps, using a quota system which 
would not be a complete embargo, but which would 
Simply restrict the per cent of importation into 
the Montreal area? 

MR aes Clabes Again, we have not gone 
POLO Laevet) On tise lype sot, suudy to that extent. 
I think our initial reactions would be that quota 


Systems are difficult to administer and tend to 
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create inequities. South of the border of Canada 
there are some problems arising through activi- 
ties of Captain Carson in that connection. 

It is not an easy thing to have quotas, ere 
or involuntary, and administer them. Also, when 
considering quotas on crude oil, you have to con- 
sider quotas on product, or another inequity be- 
Bins to arise, and then you get into a number of 
people who would like to get into the business, 
and have quotas on them, in order to arrange a 
favourable balance in the country. How you 
determine what products could be justified from 
coming in outside these quotas and who should get 
them -- it is an extreme administrative problem; 
the difficulty is one of administration. 

Mae eA La tis Does your company at 
the present time import any finished products into 
Canada and. Li go, would you please give US par- 
ticulara of that? 

MR. LILLEY: No, we are not importing 
finished products into Canada at all, with the 
exception of a very minor amount of special 
lubricating oils; that is a very minor quantity. 

MA PATTILLO: And those are simply 
lubricating oils that your refineries are not 
equipped to run themselves? 

MR. LILLEY: TWiete:S Leno. We do 


most of our lubricating through purchasing and 
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reblending and compounding in our own plants, but 
the bulk of our business is done in Canada in our 
Ownrrefaneries; candi thercther is so small thateit 
is inconsequential. 

MRDOPATTELIO: Mr, Lilley, would you 
agree with Mr. White when he said yesterday that 
he thought there was probably more control exer- 
cised in the United States over the oil industry, 
in that country, than there is exercised by 
Canada over the oil industry in this country? 

MRS CLILLEY $ Well, I haven't tried 
to analyse it too deeply since I arrived here. 

I had not thought about it much before, but, 
Gertainiypal wonuid saypuir.you cabb ocontrohca 
voluntary import programme, with certain side 
effects, L would think more control exists at 
the moment for voluntary import programme in 
the United States very much in the same way. 
I think the answer to your question is yes. 

MR. PATTILLO: Well, what do you say 
as to the advisability of having some authority 
in Canada that had peculiar and well-informed 
knowledge of the oil industry which was under a 
government agency? 

MR, LILLEY: ch lomays fF would Tike 
Mer. Bentley to answer that. 

MR. BENTLEY: Weli, really what you 


are talking about now is a national energy board 
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or some authority which would have some jurisdiction 
over the oil industry as such. Our position is 
pretty well set forth in the brief that has been 
filed. We believe that, historically, both in 
the United States and in Canada, legislation affect- 
ing the petroleum industry, that is crude oil and 
refining and transportation, has come about when a 
need arose to meet specific requirements. That 
Lo-OUr pOsLTion onwthavy We feel, in so far as 
the oil industry in Canada is concerned at the 
present time, there are plenty of rules and regu- 
lations, both dominion and provincial, as well 
as municipal, and, frankly, we cannot see how a 
national energy board is going to materially 
assist, in fact, we feel that it would impair 
the effectiveness of the oi] industry as: such. 

Mi. PATTIES Do yourthink.it would 
have any effect on the consumer? 

MR. BENTLEY: It could very well have 
avery serious effect on the consumer if it 
listened to political considerations which we 


fear it might have to listen to. 


---A short recess. 


a | 
7 


: ” : PY 
“yee Pee ee ne at 


Ofte ee aI <u 


— va oo i anya” “| 
aitdiabeisins onoe sved ‘bizoiw slo trie wineries See se 
si pons heen WO. done es ysdeebiat Like one “TevO 


» 
aa 


nood oxd 2sid “sted oi wt staot tow Tfew yttenq - | 

ris ditod ‘videereoteid’ ard S¥erisd -9e -betkt 
-dostis nodeteisel iebadbe as bas detedS Botha oct 
bas £ ~ ehuro et deck Srtavbat muedeuted seat sated 

& rece “Suods amon” Bie (avid stschantiadbae’ 3h fitted. | 
tot _ndnsmevinped Si osu Soort ad odoa8' dae: 

ns 76 Oe ab . Leet sw * dent 46 notdteoe: tno | 
ort ds boavesitos “et eberey ‘Ai Sguvreebal te adt 3] 


Bee 


Lune one ‘aelsrt to ‘Gnetg ‘dys’ oredd” amie. daswouq~ 


thew. 38 * intontiorg Bas trolatimed ated jenergslL . 4 
& Wor ina ‘Portis De ‘yess bas Leqiebaumr: os 
ci lslvadam oa gatdy we rads “yatiine: Lenotten: «| 
9 Lagat BawOi +2 tect Lest sw Yooet al qteteus . 
adoue. an “yxteubad “Cho” ald" Lo eashOVLIoSTRe one’. 


biuow $1 datas bey od*" .ontePiae 7 aa 


cqrstiitnss ‘add cao Yo6%te" yastevats. | | 
oved (isw ‘exey biked ¢* s¥Maneins amt | 
th <i wean odd no dodtts- avetisa areca. | 

av ‘in itt aaokigasbledies: Lsxttilogiod baieada be. 


oF aadtis -od eve Sagi a2 mast 


fou an ay 


ANGUS, STONEHOUSE & CO. LTD. 


TORONTO, ONTARIO oS a 5 A 
THE CHAIRMAN: Gentlemen, the Commission 
will now resume its hearing. Men Papui Lo? 


Ma PATTELGOs Thank you, Mr. Chairman. 

Mr. Farquharson, when I was asking for 
these figures about the pipe line, Portland to 
Montreal vis-a-vis bringing in by tanker into 
Mlentreal, Dr. Hearn called to my attention the 
fact that perhaps I was not putting the matter 
fairly, because I was forgetting that the Montreal 
market would be frozen and not attainable by 
tanker for some months of the year and, as a 
necessity, you would have to build up tankage 
if you were simply going to use the water route. 
When you are preparing those comparative figures, 
would you take that tankage into consideration, so 
that the figures will be truly comparable? 

MR. FARQUHARSON: Very weil, 

MR. PATTI: Now, I had neglected to 
ask -- I thought your Exhibit F did show it, but 
it has been suggested to me that it does not -- 
what does it cost you, laid down in Montreal, at 
the present time, for your various crudes? 

MR. FARQUHARSON: Pigs t Of val). 
will give you the laid-in cost, plus delivered 
in Montreal. Tiwi seis s00.c, The laid-down 
cost of our Venezuelan crude is $3.10.6 via 
Portland and $3.9.6 direct. 


MR PAPTILLO: Now, have you any long- 
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term contracts with your present suppliers, or any 
of them? 

MR. FARQUHARSON: No. Two years, we 
call that a long-term contract. 

MR. PATTILLO: You call two years a 
long-term contract, and you have none? 

MR. FARQUHARSON: We have a two-year 
Contract. 

MEP AL th Oh, you have a two-year 
Contract. That is running two years from now? 

MR. FARQUHARSON: Yes, 

MR. PATEL LLO: Now, I have a few ques- 
tions I would like to ask you: 

Do you think that some central place 
that had collected and more up-to-date and current 
Btatistical information about the oi] industry 
and its operations would be of any value to the 
industry? 

MR. BENTLEY: We agree that it would. 

Pi 8 ATT lo: What would be your com- 
pany's situation if the Canadian crude were substi- 
tuted, at Montreal, for the crudes you are now using? 
Would you be faced with any capital cost changes 
in your refinery to make it possible to use 
Canadian crude? 

MR. FARQUHARSON: No, we could use 
Canadian crude in our refinery. Parc. Ot JO 


treating equipment would probably become obsolete, 
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which we have in use to run sour crude. 

MR. LILLEY: I might mention there is 
some cost which would be in relation to some of 
the tankers that would have to be disposed of, 
but that is a matter of conjecture as to what it 
would cost to dispose of our charter. 

MA. PATTELLOs Has your company made 
any survey of the market for heating oil in Ontario 
and Quebec, having regard for the fact that natural 
Bas 18 now entering that market? 

MR LGLBY s Yes, we have, 

MA. PATPIDLO: Would you please file 
that survey with the Commission? 

RR, LLGLEY : bere lad: CO ao lso'.~ 

MA. PATTILLO: Thank you. Lo your 
company interested at all in the sale of natural 
gas? 

MR. HOWELLS: Not at the present time. 

MAS PAUP LILO: The gas that you have, 
then, is associated gas? 

MR, HOWELLS: All associated gas. 

Min PaTrTVnne: Those are all the ques- 
tions I wish to ask, Mr. Chairman. 

THE CHAIRMAN: franie vou, Me Patil lo. 
Me, Frawley? 

MR. FRAWLEY: Thank you, Mr. Chairman. 

Mes iiitev. this 2fternoon, you told Me. 


Pattillo that presentday conditions were keeping 
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Alberta crude, Canadian crude, out of all the north 
central States area. At least, that was the note 
wi.chr L made. 

Prrst Of 22125 2c. (nat roushiy what you 
said and, if so, would you expand upon it? 

MR. LILLEY: MP tie tiPsG place. iin. 
Frawley, yes, that is roughly what I said, and I 
had reference to one thing, first, which is the 
economic recession, which you are familiar with, 
in the United States, which has slowed down the 
Yate Of consumption, a lov of 1G in the Staves 
which we had under study. 

ALSO... you are familiar; Lam sure, with 
the current surpluses of crude oil and products 
im the United States, which, & think, as far as 
inventories are concerned, are gradually correct- 
ing themselves. 

You also, L am sure, are familiar with 
the so-called voluntary import programme. 

Dit or pies. tiints,, L think, ada 
tendency to impinge on the movement of oil south 
Or the porder. EL think our brief touches on 
that. 

MR. FRAWLEY: You cannot very reasonably 
look for any too great improvement of our exports 
into the Pacific West Coast area, can you? 

NMR LLY: I think there is a possi- 


bility of an increase there, particularly in the 


a 


rigvon ory ifs “Lo-tuG.¢0hom6 metbene) ,ebuio 2iTediA, 


shert-S? aaW Aah Segoe, WA. —SOG8 eetat? Landneo 
aba i noivw 

Oy tad, ¥iigcot geass 4f1s 30 seaglt 
ie HVGh Wiig? Boy OLvow 408 TL , bas otra 

fe ey ea WYRE aI 


* 


bg JECT 1 TONG aL 7B riba Se VSLWE TA 


in gles SEL gaia -Bih OF . SONIIISGT. pel aq 


i et tueck Mest 


AS Oat. Dag LAC. sas) He. 


? d Lal 


Logt "Ys Or & ates anne ao oF HA. . 


» Wine a, Say  - BT, 2M, 92 ow 


<3 Ree; ae 


Theis SER, MOE aOR EA 


- ~ aoe minis . sat Bi ie 


“ 


os, EDs aot, @atede bet tay om, at 


; ia a a — —« ® 
£24 Cia eat 2 we | 8's SiS seerruenes ete 42 frojtaavg, 


eovioumsnty git 


’ 
ete ltt teeny Oh, ea 00 SEE oF youshces © 


Y 1%; be) a's ,-. , ; ok hae a sha J I . tao'r0d aris to 


» tailt 


id 
f as ee + resnliek am 1 
ir 2 Mes pats eae es 1 ey Dee tee. Wh a VECWAAY ce AM. 


a Re aes Ley. STistuats a oe a) nod eae, eis a Het 
HOY OAS. (age Tenge | deel: 5 sea ot Petia 
i 
-~ recog £6 .8f iors: Melee fT Toate, oo 


eo 
wad ‘ - yj —- ie ae , 
wet. oil’ yi boas larg. Sees. peat van git (8 a % 
as Yh = 


Lo i are! 


ie Ls dS) Ee boy att .mOLess pe ob IMOneOS 


Hinks, POks.« CO BOYS. 20. SORU Live Sageayy Sets 


— - a ‘ 


ANGUS, STONEHOUSE & CO, LTD. 
TORONTO, ONTARIO 


empe* 
Puget Sound area, rather than further south. There 
the oil is more favourably situated, from the stand- 
point of transportation. Etnies ealmakthat our 
brief tends to say that that is a possible market. 
Wherever oil in competition with seaborne oil is 
found, it puts you in a slightly less favourable 
position than the more land-locked areas which 
have their oil available to them. 

MR. FRAWLEY: it yowtareveoing sto classify 
them as No. 1, No. 2 and No. 3, which would you say 
is our most favourable objective for our export, 
at the moment? 

Mx. GLELEY: I would think our most 
favourablesob jective, as stated. in’ the sumnary and 
teeth Ss Ssubiiission,i siithat which we indicate, the 
three States looking to us, being the ones which, 
in the long term, would be the ones most likely to 
use the rous. 

We also,of course, indicated the growth 
in Canada, but that is not the line of your ques - 
tioning, I “take ity 

MR. PRAWLEY: Oh, you look upon the 
middle States as the No. 1 objective, but you say 
vhere Mere PeCondivions there whitch wiki delay it? 

Mie abTLERY: Weil, Mr. Frawley, I 
think I do say that, but I cannot say how long 
they are going» toidelbay it. teeannot Gehl, 


Hconomic forecasting is not one of my 
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Specialties, and how long this recession is going 
to last I wouldn't know. 

MR, FRAWLEY: L just want to get 4 
proportion and what you think is our best and then 
Our Second best. and ‘so. on, so you think the best 
is, perhaps, the middle States? 

lg Ge DP RR AZ ge Yes. 

Mi. FRAWLEY: And that is subject to 
the qualifications you have just indicated. 

What would be our second best? 

MR. LILGEY: Well, we are leaving out 
Canada and I would say the Puget Sound area. 

MR. FRAWLEY: Welt «Mew. Lidiley, thie, 
perhaps, would be an appropriate time to tell you 
about some bad news that came over the wire today. 
Today there is a dispatch, which says this: 

‘The administrator of the government's 

"erude oil import program hinted curbs on 
“west coast companies will be tightened 
"oy the end of June. 

“Capt. Matthew V. Carson, Jr. -=--" 

Is that the same Capt. Carson you were speaking of? 
MR. LLLLEY: Yes, sir, 
MR. FRAWLEY: " --- told a press confer- 
“ence that west coast quotas will be re- 
“viewed this month and there could possibly 
“be a cutback ordered by the time present 


"allocations run out on June 30. 
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"West coast importers were brought 
"under the quota program for the first 
"time in January. They were asked to 
"voluntarily hold their imports to an 
Naverage of 220,100 barrels daily during 
“the first halt. 

"For the first three months west 
“coast imports averaged only 152,000 barrels 
‘daily -- 63,100 barrels below the recommended 
"level. Earlier this week a dozen west 
"coast firms asked for new authority to 
"pring in 45,100 barrels daily. 

"Capt. Carson conceded original west 
"coast quotas may have been too high and 
"said the coming review would determine how 
“Lacevoycuy, back allocations, 2f at ali, 

“and how to handle the new quota requests. 

Now, it would not be an overstatement to 
say that that is not too promising? 

Mm. LULLEYs he only consolation I 
take from that is that he used the word "hint", 
but I would agree that it is not too promising; 
and, again, I say it might be a short-term rather 
than a long-term situation. 

MR. FRAWLEY: That is very difficult 
to say, though? 

i, LELLEY : TeeGate ve, 


MR. FRAWLEY: What is our third best, or 
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is there any left? 

MR... Mao isTay * We MentLon, an our brief, 
the expansion of the three-state to a six-state 
Svea) ideas loneer teri, although, of course, that is 
quite a few years off. That sums up the situa- 
tion as far as we have analysed the problem. 

MR. PRAWLEY: All of these recommen- 
dations that you have indicated, as to where we 
could put our erude;vall of those, suggestions 
are made within the context that you keep Montreal 
on foreign crude? 

MR. LDLLLEY: Essentially, for the 
present, athat Ls it. 

MR. FRAWLEY: Looking at the Ontario 
market, because you do say we should find some ex- 
pansion in the Ontario market, what is the size of 
your Regenteretiinery ine Poronte? 

Mie Abb Lave The rated capacity is 
20,000 barrels per day. 

MR. FRAWLEY: That is not a very large 
outlet? 

ME, GL UEY. Well Oa a2sea\ det larcer 
than it was. fom the record, I would like to 
have Mr. Farquharson read what we have done to 
that plant or what has happened to it since we 
started. 

MR. FARQUHARSON: ‘The figure I have 


here, for January lst, 1956, was a rated capacity 
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of 14,000, and that has been increased recently 
GO 20,000, Regent --- 

MR, LIDLLEY: ig bebleve ito isearound 
{,000 barrels. 

MA, FRAWLEY: What were the sources of 
supply for that refinery in 1956, 1957 and 1958? 

Ma. FARQUHARSON: You want the source 
of crude oil for that refinery from 1955? 

MR. FRAWLEY: Well, you can give me 
1055 i950. 1057- 

MR. FARQUHARSON: In 1955 -- these are 
in thousands of barrels daily -- there was 1,300 
barrels a day of Canadian crude oil and also 

,900 barrels of Trinidadian crude. 

In 1956, 7,200 barrels a day of Canadian; 
5,(Q0 barrels a.day from Trinidad. 

In 1953 we propose to run 15,600 barrels 
a day of Canadian and 2,900 barrels a day of this 
Tetnidad crude. 

MR. FRAWLEY: How does the Trinidad 
GrUUesres 2h) Pom. (Cees G? 

MR. FARQUHARSON: How aid Asc? LG 
Reachiedsit by tanker’. 

MR, FRAWLEY: But not all the way. It 
was transferred some place, I suppose? 

MR. FARQUHARSON: Yes, at Montreal; 
transshipped. 


MR, FRAWLEY: You would propose also to 
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transship that quantity of Trinidad crude in 1958? 

MR. FARQUHARSON: Yes, a2 Small amount. 

MR. FRAWLEY: Why does even that small 
amount have to go to Port Credit? 

MR. FARQUHARSON: Mr, Frawley, we in- 
herited a contract when we obtained the Regent 
Refining Company, which amounted to approximately 
two million barrels a year of this Trinidad crude 
oil, and we have been able to reduce that to this 
fueure of i2, 900) barrels a day, which is @pproxi+ 
mately a million barrels. We still have some 
outstanding tanker commitments for the transporta- 
VeOn Of that amount or crude oil. 

MR. FRAWLEY: Is it a matter of a con- 
tractual commitment that you cannot avoid? 

MR. FARQUHARSON: That is true. We 
are honouring some contracts. 

MR. FRAWLEY: That is when you had some 
dealings with a company in Trinidad, wasn't it? 

MR. FARQUHARSON: The original’ con- 
tracts were made with a company in Trinidad. 

MR. FRAWLEY: Disco. Lh s0dlprorm bo 
that, though, you use the Trans-Northern products 
Jene? 

MR. FARQUHARSON: WMatols Correct. 

MR, FRAWLEY: Why is that? eye 
put the general question: why do you use the Trans- 


Northern products line? 
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MR. FARQUHARSON: Well, our whole 
System was built up prior to the Canadian crude 
oll coming into the picture. CuPerer rite 
capacity was all located in Montreal and it was 
absolutely impossible to transport that amount 
of material by tanker at that time and the 
Trans-Northern Pipe Line was conceived, 

MR. FRAWLEY: Perhaps I have not put 
My "duestronrvery clearly. You are wsineg what 
line to supply your Ontario market with products? 

MR. FARQUHARSON: Havers “crue. 

MR. FRAWLEY: Which are over and above 
what you manufacture at the Regent refinery? 

MR. FARQUHARSON: maw 2s correct, 

a certain amount. 

I would point out that we are running 
Unis Yerinery at"Prort “Credit at top capacity in 
the summertime. tite year. ii tiie oral pert 
of the year, we were not able to reach it, 
PUnrAne Ll ae bop capac fy. I would like to 
Say that we are not running the Montreal refinery 
at maximum capacity. 

MR. FRAWLEY: Well, of course, every 
time you put a barrel of products through the 
Trans-Northern line, you are using that line to 
enable Venezuelan crude to fight Albertan crude. 
vere 2s Tio doubt about that? 


Bi Sy = Mr. Frawley, Mr. Farquharson 
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does not seem anxious to answer that one, I think 
the answer is, essentially, that it certainly aids 
the movement in the Venezuelan crude, westward. 

I think, on the other hand, as I have mentioned 
earlier, to Me. Pattillo, we have certain distri- 
bution arrangements which are difficult quickly 

to change; in other words, our terminals are fed 
[LOM ota MPNes ii pare, end 2 18 a better method 
for us to operate in the way in which it was 
Originally conceived. 

That is the immediate picture. In the 
long term, I think, we are tending to move further 
eastward out of the Port Credit works, and I want 
to stress again that we are running Port Credit 
pretty much on top, whereas Montreal is not; S04 
in the long pull, we would probably tend to in- 
crease Our Pork. Credit refinery. 

MR. FRAWLEY: I was thinking that 
your, Port Credit.refinery is not big enough. 

ME LLL: Well, if the facts were 
reflected as they have been in the market, we 
would be moving along with our capacity. 

MR. FRAWLEY: Hove tam Shory a6 Port 
Credit of manufacturing the requirements for your 
Ontario market? 

MR. LILLEY: IL wili see if we have that 
figure. 


Pram atraida we will have to table that. 
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We will eeu. forhyou . 

MR. FRAWLEY: I am going to make a 
suggestion to you and I want you to take it as 
being made quite seriously: refining companies, 
for many years, have been engaging in product 
exchange, haven't they? 

MR. LILLEY: Weep Over a pemmodwior tite, 
certain refineries have. 

MR. FRAWLEY: Well, I can remember that 
you did it in Alberta, before you had your own 
plant. 

MR. LILLEY: That is correct. 

MR. FRAWLEY: You had an exchange arrange- 
ment with Imperial Oil. 

MR3o Lainey : [I am not sure about that, 
but we have made exchanges, 

MR, FRAWLEY: Why could you not make 
a products exchange in Ontario to take care of the 


products that you are short out of your Regent 


rerinery? 

MND. LILLEY: It is certainly worth 
studying. iL have not tioolked’ at) ‘that particular 
area. If we can find someone with offsetting 


capacity elsewhere, I would think it is a feasible 
suggestion, 

MR. FRAWLEY: We certainly ought to 
bend every effort, since Captain Carson is now 
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Now, I think you told Mr. Pattillo 
again this afternoon that it would cost the 
Canadian consumer more if our oil goes to Montreal, 
and I am wondering what you mean by that. 

MR, LILLEY: Well, 10 is our opinion 
that -- before I say this, I am going to say that 
I do not have a detailed study. We operate with 
a2 comparatively small staff of peopl ein Phe field 
of economics and we have done the best we can 
with this presentation, and we are glad to come 
forward with anything further that we are asked 
CGVSUDDLY ALLL. sour general opinion, based on the 
rather brief preliminary studies we have made ig 
that the cost of operation of a pipe line of some 
2200) midesrand laying’ it down in Montreal, a 
piace which can be Supported by seacoast transpor- 
tation, will not prove to be economic and will 
tend to raise the price of delivered crude in 
that area, 

MR. FRAWLEY: But you have a products 
prise; youlhavesa tank waggon schedule now that 
must be related to your present Lald-in cost'o6r 
Venezuelan crude. 

MR. LILLEY: Welly I woula°Tike %6 
hope that were always so, Team afraid that°déur 
tank waggon price is probably in no way related 
to the measure and extent of our projsecu™and; Lr 
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us the return, we might be better off. 
MR. FRAWLEY: I did not mean that the 
tank waggon price in Montreal was posted, having 


regard ve what Lt cost you pilus a mark-up. As a 


+ 


4 


Matter of fact, “you don't even post it “at ns 
probably. Imperial does it, as being leaders 


in Montreal. 


MA. LIGLEY: We post our own price. 
MR, FRAWLEY: You post your own price? 
Mi eee As far as I know. 


MR, FRAWLEY: But you always post the 
same as Imperial? 

in, ULDLeaY : I think this goes back to 
Something I said earlier, Lan now sure’ that 
last statement is correct. 

We post the price we think we can obtain 
(Or OUP produe., bua ft think we Have to accept 
the fact that fuel prices do tend to seek a 
level more or less comparably, because you are 
Selling commodities in the same market. However, 
the posted price versus tank waggon price is noT 
exactly the whole story in the sale of products. 

MR. FRAWLEY: Me. Pattillo was discus- 
Sing with you, this afternoon, whether or not 
the import of products from the United States, 
either actual or potential, had anything to do 
with setting the posted price in Montreal, and I 


was not too clear as to the answer which Mr. 


“ERS 
odd tant not dep Bib Tt 7 PIWART? 
jaived cboteod dey Lkewtngh es stig hogesi Stet, 
s 8A 86. qu-wied & BG HOY TRon dP fate <3 baeget 

iis ve @2 dediaoved eb wee Efoms “10 ceeidd om 
eyabast gaged 82 2) asem tebisded Jeieesong 
Jiéaniaot hat 
40 “tq awe, Bud aPeog Sole tT eemdaT a ; 
Canc fe eee aeoq oY ~ 7 BAWAR: 7 


-womM FT e6 te? BA «Veith: CAM 


oc cadg ete te vey 1G PVEIWaAnt AM 
(lactoga, aa) see | 
bat Mosd pasos Shit aati (ERLINL AM 
garti ete cor oe T ial les. Die x Ao. enieS 


Jose gl tretesete Saar 
ceejpdo oo) OM AAD sw etic ont eog =n 
iéoooe cf bead iw Neate To dpe. Savbexty tye gOL 
gag OF Adet. oh 2edung Lenh ett dont are 
, 215 vey Sabsoed . YiGrssqies g2et. 10 sworm Lavell 
ora Wewveg: seee ont cul eat ebomioo daltian 
“2 (080 Hosea Me? custsv Some Gereag ont 
siuubstg te aim ot o2 yrova asody anit ylaonsesr — 
saath pw Ol Set eh RW ee 
jon <0 téeddeliw Groonte7 TA ari ey. rahe pnie 
~eorade “‘Seutard of? aloe -eiteubeug to Gusgne oe 


iw : 


i] 


oy of eriaiyns bea (Leltan seg te Leutos tea ticke ‘] 

7 ; 

; ad wei Ps , . —— Pes aN 7 7¥ rs ‘| | 
Tt ipa , laevis ta gO TR SeP bg Bie) ieee es 


7 “a lo Zur sounite Bat 49 ae fee ‘ - peat 


in 
= 


5146 
ANGUS, STONEHOUSE & CO, LTD. 
TORONTO, ONTARIO 
Farquharson gave him. 

Is it a fact that the price which is 
charged in Montreal for products is governed by 
your judgment of the competitive force from 
American import, whether that is an actual or 
potential import? Isn't that so, Mr.Farquharson? 

bin. FARQUHARSON: The import price would 


4. 


have a tendency to set the competition; but you 
have to look at the whole range of prices in 
looking at that figure. 

MR. FRAWLEY: that Soren Butayou 
told me, a@ moment ago, that is not a case of work- 
ing out the refinery cost and then marking it up. 

MR, FARQUHARSON: Wo,Dasically( iy ie 
the cost..of the crude| oil, delivered, and operating 
expenses, which dictate the level of prices which 
must be achieved. 

MR. FRAWLEY: PAU eho you that even 
if your Alberta crude in Montreal costs you more 
-- and I am not admitting it will -- but assuming, 
for the sake of this question, that it may cost 
you more than the Venezuelan crude, I put it to 
you that it is not necessary for you to increase 
your range of product prices merely because you 
may have a higher laid-in cost of crude. 

Mise 1 aay L would like to make this 
comment: I think if you read the first quarterly 


reports of most of the oil companies operating in 
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a 


Ceneds Vouwadt find.that their earnings. are not 
as high as we would like to see them, by a long 
way. Infact, they have suffered material 
losses in previous years, in many cases. 

Limite dart Leute, towsay what efiectu an 
inerease in costs, would have or a decrease in 
VicsmMarein ol Prorat, You have certain desires 
or obligations to take care of your shareholders; 
you have certain ideas about the progress of the 
company and about expanding your facilities and 
eapac ity, 0nd, dll of these things require an 
inflow of capital, and any time your costs go up, 
your ability to do the things which you had con- 
templated goes down; so it wouid be hard for me 
iieecCeD Lae i eLoau That an increase in the price 
of erude would have no effect on anything. General- 
ly speaking, it would have a tendency to force 
your prices Ups ana: normal market. 

Mi. FRAWLEY: Your laid-down costs of 
erude at Port Credit: you have a higher laid-down 
eost of erude at.Port Credit.than you have as a 
laid-down, cost of, crude at Montreal. 

NOWastavels Ette, Gant 2b, so start 
with? 

MR... LCGUBY : Yeo. 

MR. FRAWLEY: But your posted tank waggon 
prices, again, with the limitations on them -- but 


that is the only measurement I have got -- your 
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posted tank waggon prices in Montreal and Toronto 
are the same, just a matter of a decimal point. 

MAL LIBLEY: BSsentially correct. 

MR. FRAWLEY: Now, then, that being the 
dzirerencsp cL. putistiLoryouw, that yourhaveieot! more 
money to play with in Montreal than you have in 
Toronto. 

MR. LILLEY: Weli, I suppose the answer 
to that question might be that we are not happy 
about the condition of ourvreceipts in the Ontario 
Market; but we are in the oi1 business to stay and 
we have to put up with the forces of competition as 
they exist. 

ipwould, dike to cast a note of caution 
here, which is that your tank waggon prices are 
en index, NAtLAprLeS Ls net necessarily ,wthotigh, 
what we would call a net back figure. 

MA. FRAWLEY: But you have some differ- 
ence between the selling puted of the product and 
iret weld Sw ices Oo rirhe Terudes: tol thesextent. that 
io ise. Buldey -andiit focksjas) though yourhave a 
Much better picture at. Montreal than at Port 
Credit. Ts, that. so? 

MRS acl ie Ve As you describe it. That 
does not mean it is a desirable economic balance 
on which to operate. 

L will mention one thing: I think we are 


clear, all of us, that we sell products other than 
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gasoline, 

MR. FRAWLEY: But when I look at 
everyuiing,- Lb iind’ posted anothe National Petro- 
leum News, furnace oil and heating oil, and they 
are all exactly the same, some of them; and, in 
one case, just a difference of a decimal point. 

Now, I put something to you: a tanker in 
the open sea is more vulnerable to enemy attack 


than an inland pipe line, isn't it? 


Mis, Mauss The Second World War proved 
that. 
MR. FRAWLEY: And we are told, from what 


we read in the papers, that the Russians have a 
lot of submarines? 

MASS bDULEY ¢ I have read that. 

MR, FRAWLEY: NOW! puUG a tote Sow that 
it should be worth something to Canada, something 
very materially to Canada, to have an assured over- 
land supply of crude oil to the very impor 
Montreal market rather than depend upnon these 
tankers that run back and forth in the North 
Atlantic. 

Dwg) ee cay We Me, wrawley, LL. am nota 
military strategist and I certainly do not feel 
that my knowledge of international affairs or 
the Kremlin's future plans are such that I feel 


eompetent to comment on that. Certainly; LE thie 


Government of Canada felt the way you do, I should 
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bps 


hardly argue with that policy. 

MR. FRAWLEY: men, as @ couple of 
Bieteurs, Ge is pretty difficult to disagree with 
the question I put? 

MR. LILLEY: Based on the fact that there 
is a2 real picture in what you say, yes. 

Ma. FRAWLEY: Now let us get back to 
Puget Sound, notwithstanding Captain Carson. You 
are only going to give us 20 per cent of --- 

MN. LIELEY: May L say that is not “we. 


That is the Texas Company. 


MR. FRAWLEY: mat is not “we? 
NR, LLUGEY: Yes. 
MR. FRAWLEY: You want to be a good 


citizen in Canada, and I am sure that not only you 
want to be but I am sure you are good citizens in 
Canada; but do you think you would be bad citizens 
down in the State of Washington if you gave us 
considerably more than 20 per cent at that refinery? 
Mi tee AS far as the State of 
Washington is concerned, as long as they get the 
quality of products they should have for their con- 
Sumption requirements, I don't Suppose it matters 
OO greatly to. then. hey are noe producers. i 
think the problem has more than that in the rela- 
tionship with other areas and their requirements 
and the balances and adjustments which must be fair. 


think this is a step in the right 
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dL PeCtlon, <r FI may tsay So ; It is a more recent 
development than the quantity indicated. I would 


rule out other things which could happen in the 


Future , 
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MR, FRAWLEY: Mr. Lilley, do you know 
what bothers me more than anything else about the 
Puget Sound area? When you are declining, when 
you are failing to increase your export of crude 
it must be admitted that you are conforming to the 
policy of the administration in Washington, aren't 
you? 

MR, LILLEY: Yes, 

MR, FRAWLEY: That is so. 

MRS. ULDLEY: Wot, may I say, specifically 
Canadian crude, I was referring to all crudes gen- 
erally. 

MR, FRAWLEY: So it is rather understand- 
able. isn't 2c? frver all, the criticism is finished, 
Pee ere Ol thas policy. Lakin 1 as. a fact, 
it is very understandable that those refiners in 
the Puget Sound area are not going overboard for 
Canadian crude, 

MR, LILLEY: I think they have several 
problems, and I think Canadian crude is one of them. 

MR, FRAWLEY: They may disagree, because 
you say the Texas company as a Texas company doesn't 
want any part of this voluntary restriction of im- 
port. 

MR, LILLEY: I say essentially in this 
case they have a refinery there and they therefore 
have to import it, and it would restrict them in 


their operations, I would think. 
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MR. FRAWLEY: And they don't support 
this organization called the Independent Petroleum 
Association of America, 

MR, LILLEY: I would think not, 

MR, FRAWLEY: But, in any event, you don't 
go along with that idea, but it is the law of the 
land, you might say, and psychologically it is 
om Aeterments.. 1 dake it, in your iamportations of 
Canadian crude, 

MR. DELLEY:,. 2 think I should amplify 
this. If den'tditke=to see myself speaking for 
the Texas company here. I think their general atti- 
tude is that they are opposed to restrictive pro- 
grams against importations. I don't think that 
they feel inhibited importation is a good thing. 

MR. FRAWLEY: That leads us to the con- 
Glusion thai int: ais 4 very thin lead we are rel vane 
on, this export. 

Ms *biEwYicds I must, Say,..as you quoted 
thevaituation as of this afternoon, these changes 
are certainly restrictive, and if I thought they 
were going to exist for a period of time I would 
be extremely concerned about the alternative, 

MR. FRAWLEY: And in regard to the Province 
of Quebec, isn't that the place we should be try- 
ing to place and sell our crude? 

Mh. SLLLEY:, You can dispose of it else- 


where. If you can dispose profitably in the 
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long-range in another area, that. might be the better 
balance for the future. 

MR, FRAWLEY: And the question is how 
long should we wait? 

ME, DILLEY: That. Mr, Frawley, is the 
question. 

MR. FRAWLEY: When did the voluntary 
CES trie tion Lorin? 

MR, LILLEY: I think the best answer I 
can give you is sometime last year. 

MR. FRAWLEY: I have the answer from 
the Conservation people -- Oy Pel d 7: 

MUAY ee es, 

MR, FRAWLEY: And Group 5 was included 
in the restriction? 

MR LILLEY ss Yes: 

MR. FRAWLEY: And then we found we were 
thrown into Group 5, 

THE CHAIRMAN: By that you mean, Mr.Frawley, 
Canada? 

MR. FRAWLEY: Yes. 

MR. SLILLEY: @ Mays say that it is my under- 
standing that Canada was never Sspecitically outlined 
in this particular Situation, Canada was nealiky, not 
made an exception. 

MR. FRAWLEY: That is quite right; we were 
never excepted by name, 
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MR, FRAWLEY: But I understand there was 
a point up to which, as we felt that the voluntary 
Lesiricuiom program midis arfeet sus as all, we 
thought there were to be no restrictions against 
our AmMpORtS. 

MR. ULLEEY: Yes, 

MR) SRAWLEY:”. But! later we were included, 
at least we were not excepted, from the voluntary 
restrictive program. 

MR, LILLEY: Yes. 

MR. FRAWLEY: Since July, 1957, we have 
been living with this program, and, according to 
wiestdaspaceh, ih Icéks as if i¢- is going to get 
worse instead of better, 

MR. LELLEY: I can't quarrel with the 
dispatch that you have read here as an indication 
that that could happen, 

MR, FRAWLEY: And that is an area where 
our pipelines physically go. 

MR, LILLEY: Yes. 

MR, FRAWLEY: dhere ie a pipeline physi- 
cally going into the Ferndale area? 

MA aL ELLEY sieves, 

MR, FRAWLEY: And the other areas you 
have given us are rather long-term? 

MR, LILLEY: I don't know how long-term. 
It depends on the change in economic conditions 


and the return to a growth rate which will support 
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additional usage. 

MR, FRAWLEY: I appreciate the frankness 
Ol JouUL eanewers, ii may De (so Ubold as to say 10. 
Will you please give me for the record the kind of 
crude you are importing into Montreal from Venezuela 
and elsewhere? 

MR, LILLEY: Mr. Farquharson will do that. 

MR, FARQUHARSON: Crude oil into Montreal? 

MR. FRAWLEY: Into Montreal, yes. 

MR. FARQUHARSON: Primarily Guanipa. 

MR. FRAWLEY: Now, you told us this morn- 
ing that in 1957 you took in an average 34,800 
Darreis daily. 

MR. FARQUHARSON: Yes, that is in 1957. 

MR, FRAWLEY: And you buy that from your 
affiliate in Venezuela? 

MR, FARQUHARSON: We buy that from the 
Texas company. 

MR, FRAWLEY: You buy it from the Texas 
company? 

MR, FARQUHARSON: That is right. 

MR, FRAWLEY: Are your dealings directly 
with the Venezuelan company? 

MR. FARQUHARSON: We buy it from the Texas 
company. 

MR. FRAWLEY: Do you know, when it 
leaves the port in Venezuela, whether it is con- 


Signed to McColl-Frontenac or to the Texas company? 
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MR. WRRQUHARSON: It is: consigned to 
MeColl-Frontenac. 

MR. FRAWLEY: And who is the shipper, 
the Texas company or the Texas Petroleum Company 
of Venezuela? 

MR. FARQUHARSON: I will have to check 
on that. 

MR. FRAWLEY: If you would be good enough 
to just prepare a little short answer on that, I 
would like to know whether you are buying directly 
from the affiliate or from the parent company, and 
I would like to know if the price at which you buy 
is always the posted price. 


MR, FARQUHARSON: The price is the posted 


MR. FRAWLEY: Does the Texas company re- 
fine in Venezuela? 

MR. FARQUHARSON: I don't know. 

MR. DILLEY: 2 will have to check that 
ror you. J am nos sure. 

MR. FRAWLEY: Well, if it does, I would 
like a further piece of information as to whether 
Or On Une “price ep which 10 26 sold te you is the 
Same price at which it is sold to the refining sub- 
Sidiary in Venezuela. 

Now, what is the API gravity of that 
crude? 


MR, FARQUHARSON: It is 31 gravity. 
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MR, FRAWLEY: What is the sulphur content? 

MR. FARQUHARSON: The sulphur content 
is 12. 

MA. PRAWLEY: Mr, Lilley, on page 9 of 
your brief there is something I just want to ask 
you about. You say: "Also, it is not inconceiv- 
able that additional pipelines could be built into 
the West Coast area from inland United States pro- 
ducing centers." Would you mind telling me what 
you have in mind there? 

MR, LILLEY: Well, there is one from the 
so-called four-corners area which is now Going dns 
i, am not. sure that. thats. has already been completed. 
It is always possible in some areas in the so-called 
southwestern producing areas that it is controlled 
more reasonably by reason of the shorter transpor- 
tation haul to the West Coast. Outside of the four- 
corners, I don't know of any other. I am merely 
ToROWLNe. Ghee in soe DOSs1.b3 1 Cy. 

MR. FRAWLEY: On page 6 I read this state- 


it 


meno: »++.efrom its inception and through most 

of che syear 957. the Canadian producing industry 
made impressive progress in finding .outlets for 

its growing supplies, relative to the trends in 
other areas, until current short-term factors began 
to impinge upon nominations." Now, I don't say 

that is incorrect, but some of my people -- you 
speak of the impressive progress, and that statement 


is questioned, to put it politely. Can you comment 
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on that? 

MRS LEeY:, Ae could probably quote 
from the text here, if necessary, but the rate 
of growth -- 

MR. FRAWLEY: Before you answer, would 
you keep in mind that we know about the resus 
of the Suez crisis and the sales that followed, 
bUtsoOLhen .thanathat.-= 

MR, LILLEY: This wasn't a matter of 
new markets, they were talking about percentage 
of growth, and it is indicated there that the 
production in barrels per day was 80,000 in 1950, 
growing to 356,000 in 1955, and in 1957 to 506,000 
barrels a day, and the allusion made in our text 
to this, of course, was that that was the fastest 
growth rate of any producing area with the excep- 
tion of Iran, and that particular Situation in Iran 
waS occasioned by the fact that ciewwiiacdy ay csi 
down owing to some disagreement that had been 
going on for some time and the start-up from that 
point indicated an extremely fast growth. You 
would find historically that all the other areas 
theresnad note grownyas fasts the United States, 
Venezuelan. [rad Kuwait, Saudi Arabia. 

MR, FRAWLEY: We were wondering if you 
could point to any new outlets we have obtained. 

MR, LILLEY: I think the situation is 
primarily the growth rate in Canadian consumption, 


plus the fact that more Canadian refineries turn 
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to the use of Canadian crude in greater proportions. 
MR. FRAWLEY: At the bottom of page 5 
there is the statement: 
"Canadian crude oil production in 1957 

“amounted to 5.65 per cent of estimated 

“vear-end reserves, " 
and you compare with Venezuela and you point out 
that Venezuela had about the same figure for the 
same year, being 6.34 per cent. Wouldn't it be 
fair co say that you must look at ‘that in the con- 
text per well production per day, and the figures 
which I have, which I would ask you to agree with 
or otherwise, are: in the Middle Fast, 4,200 barrels 
per welll pen day; “Venezucia, 250 barrels per well 
per day; Canada, (—S barrels percwelllpér day. But 
that 18 4 producabidity figure, and actually in 
1957 we were down to 35 produced barrels per weld 
per sday, and’ the figures that are given in your 
bebef muso be considered an ithe) bichtuok those 
well productions per day. 

ME. DEY: ivam notesure that Lseé the 
correlation between the number of barrels produced 
per day and the figures we have given on the amount 
produced in proportion to reserves. Thats may not 
be a particularly worthwhile index, but we thought 
it would show that Canada was vollowing what appears 
to be a reasonable approximation of the world's 


pattern in the Western Hemisphere and was not down 
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Lord verymiow  leyeloor productionvin proportion 
to reserves. 

THE CHAIRMAN: On that point, don't you 
think that possibly that table could be somewhat 
misleading in its effect on the Commission? 

Not that it would be intentionally so, don't 
misunderstand me, but does Venezuela import any 
Crudenail? 

WR . Ley : No. The answer to that, 


to the best of my knowledge, is no. 


P| 


THE CHAIRMAN: Does Iran? 
MR, LOREEY: No. 


THE CHAIRMAN: Iraq? 


at 


Mi BILEEY: No. 

THE CHAIRMAN: Saudi Arabia? 

MES. 2G No. 

THE CHATRMAN: How much does the United 
states import? 

MR, LILLEY: Roughly -- and I am just 
taking this out of the air -- about 1,200,000. 

THE CHAIRMAN: And Canada imports a 
third of what the United States imports and we 
are spending $305 million to Ges 1 ,, Vand syou 
have tried to relate that to the other countries 
on a basis of percentage reserve. 

Mik., DEORE: Wenceruccini pried mc tiniten-— 
tion of misleading you. We were sdoine ‘this ‘only 


im the ibehtrvof ‘trying ‘to be helpful and to indicate 
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that we generally look at the amount of oil pro- 
duced as opposed to reserves as one of the tests 
in the rate of growth in the world, and therefore 
we felt that the greater growth was an index of 
how well you were faring. RETIe tat Smee so, .then 
fam sorry the text was misleading. 

THE CHAIRMAN: ieadon Tsay el tat Sens = 
leading, but it could be if one didn't have regard 
co that point. 

MR. FRAWLEY: Thavenis oalisgeMe., Lidiey. 
Thank you, 


MR, COMMISSIONER BRITNELL: Nie dod hey, 


in the matter of the national energy board, you 
ceayeom pecs | of your brief that its establish- 
ment would encourage the encroachment of political 
and sectional considerations upon economic factors 
Hn Tesard ito the industry; and then, again on 
the same theme on page 17, the brief says that 
tne very existence oF such a ‘board would encourage 
various groups to seek specific petroleum policies 
i Laei ri avour. Now,’ my question ie. would not 
the principal purpose of the board be exactly the 
opposite, that of avoiding such a situation? 

MR. LILLEY: May I have Mr. Bentley 
reply to that? 

MR, BENTLEY: OUr 70S) 01 On Seni hise.1s 
that oneevyou setup ayboard of thistnature.it 


as aneopen invitation forwa Section of the 
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economy, whether it is in oil or water Power, co 
try to press their views to the extent that the 
government is asked to do something which may 
not economically be justified. 

MR. COMMISSIONER BRITNELL: Let me put 
my question in a little different way to bring out 
the principle that I am after. is 26 Wok poss2 ble 
that such an agency as a national energy board 
might very well act as a buffer between the 
political authority, chat 12 the government of 
the country, and the various interest groups so 
that what eventually happens is that you reduce 
the cruder and more obvious forms of poli tical 
pressure? 

MR. BENTLEY: tiet, Sir, 18 8 possi- 
bility, but it has a danger, that by having the 
buffer there you have nothing done for two, three 
to five years. Our pOSition Ls that I think 
you have to have specific legislation or be free 
to deal with specific problems as they arise and 
not set up an authority which would hinder the 
very thing you are trying to do. 

MR. COMMISSIONER BRITNELL: My nex 
question follows on one of the last questions 
asked by Commission counsel. On page 5 of 
your brief you say that statistical information 
on demand and refinery runs and inventories are 


not precise or recent enough to permit exact 
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estimates of the influence of recession and so 
LOrtn: Does your company believe that the 
industry, and perhaps also provincial governments 
and provincial conservation boards, are presently 
rather handicapped, seriously handicapped, because 
of the lack of authoritative government Torecastus, 
not statistics for the present, but forecasts of 
possible future demand for petroleum such as those 
that are produced by the United States Bureau 

of Mines. 

MR, BENTLEY: We agree that is so. 
there is a need for some development in that direc- 
Clon: 

MR. COMMISSIONER BRITNELL: Don't you 
foresee the possibility of some danger to business 
and industry arising from any reliance on such 
forecasts, and the more urgency there is the more 
likely there will be an additional margin of 
error that may occur from time to time? 

MR. BENTLEY: You could have errors, 
BUC iL think, sir, that wiet © wae Felerrine 0G 
was the same idea which was expressed in the re- 
port of the Gordon Commission, that the statisti- 
Cail Services Of the country, in 66. far as industry 
is concerned, could be more adequately staffed 
and more help given to them. That is what I was 
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MR. LILLEY: May I say that I think 


h 


© [fF Ssonunmuntfl 


and one I think Mr. Bentley 


SUr primary position, 
is that we feel a need for current 


has described, 


and factual statistical information has developed 
us 


rather than the forecast as to future plans. 


think we all attempt to do our own forecasting. 


---A short recess. 
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MR, COMMISSIONER BRITNELL: Mr, Lilley, 

Io was on the point of confessing a certain trepi- 
dation in moving into this field of pro rationing, 
but my curiosity has got the better of me and, 
specifically with reference to pro: rationing in 
Texas, 18 1% 2 fact that pro rationing is ordered 
there by a government body? 

MR, LILLEY: Mr, Britnell, I do not 
consider myself any authority on pro PauroOnine,  L 
am with you. It may be that Dr. Howells has some 
knowledge of the Texas method of operation, I 
really have not operated in Texas and Lam not abie 
to describe it, 

MR, HOWELLS: I think, although Mr, Iilley 
has not operated in Texas, he has been closer to it 
than I have, 

LI believe it is governed by the Texas 
Railroad Commission. I stand corrected on that. 

MR, COMMISSIONER BRITNELL: That was my 
understanding. Now, in whose interest does this 
government body operate the pro rac. onine ? Ts Ae 
in the interests of the Independents or the interests 
of the majors or in the interests of the consumers? 
Whose interest? 

MR, HOWELLS: I think, sir -- 

MR, COMMISSIONER BRITNELL: Where does 
the pressure for it come from? 


MR, HOWELLS: I think it would be comparable 
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to the situation in Alberta. It would be in the 
interests of industry -- 

Mie. ULLLRY: 1 miehe help out here: it 
is my understanding that during a period when the 
oil industry had fallen on evil times because of 
xcess production, a potential threat to the 
reserves was noted in the general state of confusion, 
and tne Railroad Commission attempted to take measure 
to conserve the reserves by conservation methods, 
and that was the concept of its operation as at 
the present time. I would say their function is 
hat of a Conservation Board, not to waste or take 
out production which cannot be disposed of and not 
to overproduce fields. 

MR, COMMISSIONER SRITNELL: Not to -- 

LR, LILLEY: Not to overproduce the fields 
and try to give them maximum life, 

Min, COMMISSIONER BRITNELL: Essentially, 


4. 


at lea 


Cc 


~m 


» in its origin, it was a conservation measure? 

MR, LILLEY: My understanding is that that 
Ls oso, but J .suppose it is, categorically, hearsay. 

MR, COMMISSIONER BRITNELL: I take it that 

you would agree that, whatever its origin the 
Texas Railroad Commission and the other American 
authorities of a similar nature operating in other 
States reduce the supply by pro rationing but they 
have helped to keep up the Anerican and the World 


price? 
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MR, LILLEY: Well, they certainly averted 
a distress condition which, I presume, would have 
an effect on price, at least in their particular 
areas. The world market rice. t think, Ae open to 
Some question, generally. There is not a cause and 
effect relationship necessarily there, 

MR. COMMISSIONER BRITNELL: But, as far 
as the American price? 

MR. LILLEY: These Sroups all work together, 
Such as Conservation Boards; that is what they are 
for, in each area, TI believe Lovisana has its method 
and Texas has its method. 

MR. COMMISSIONER BRITNELL: The general 
effect would be to put a sort of crutch under the 
market? 

MR, LILLEY: In the SpeCCiriLeG area in 
WOLGh 16 18 taking place. As I say, lt am really 
not an authority on the subject. 

MR. COMMISSIONER BRITNELL: Do you think, 
by the same token, a small producing country like 
Canada can achieve the same thing .by. pro Pabioning, 
speaking not of conservation but of holding its 
area up? 

My. HOWRLES +. 7 believe, within the 
sphere of pro Cat.oning, Chat certainly has a 
Stabilizing effect, 

MR. COMMISSIONER BRITNELL: Even when it 


has to meet world markets? 
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MR, HOWELLS: I was Saying within the 
sphere of pro rationing itself. It would present, 
where you have crude within that Orbit, 22) L may 
put it that way, it would prevent excessive compe- 
TLtLOn within that particular sphere; but if 
that, as a whole, was carried forward to a meeting- 
place, then competitive forces would take place, 

MR. COMMISSIONER BRITNELL: On page 5 
oF your prief, is 2% really correct to say that 
there was a displacement of a comparable volume 
of Alberta crude when, actually, a very consider- 
able portion of the Saskatchewan erude goes to 
a rather highly-specialized market DO oGe) Pail? 

MR. HOWELDE: That is true, sir. Since 
that is a medium gravity crude, there might be 
Some question as to whether we could Satisfy that 
and, of course, we have medium gravity crudes which 
might possibly meet that market and, in that sense, 
we mignt say it would displace the Alberta erude, 

MR, COMMISSIONER BRITNELL: But there 
was no market for that crude, inthat market, prior 
to Saskatchewan moving in, was there? 

Ma. HOWELLS: I think that displacement 
was made as a result of the finding of that crude 
in Saskatchewan. 

MR, COMMISSIONER BRITNELL: In general, 
was the sudden 1957 inerease in Saskatchewan 


production a result of Saskatchewan's DPORAML GY 
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to markets as compared to Alberta, with a 10¢ or 
12¢ price advantage, I believe we have been told, 
or was it due to the absence of pro rationing in 
Saskatchewan? 

MR. HOWELLS: T think, sir, probably 
both those factors would have an effect, 

MR, COMMISSIONER BRITNELL: A combination 
of the two? 

MR. HOWELLS’ Yes, 

MR, COMMISSIONER BRITNELL: Going back to 
page 1 of your vrief, the company suggests that it 
would be imprudent at this time to enter the 
Montreal market. I wondéred under what conditions 
and at what stage in natural evolution you might 
consider it would be prudent to enter the Montreal 
market, 

MR, LILLEY: I think that is a good question, 
I can give you a lot of conjectures, such Wigs Bgreks! is} 
a debacle in the Middle-East which tightened world 
Supplies and made this a long range project here; 
Such situations as contemplated difficulties in 
Western Europe and Asia Or the Middle East potential 
for crude and PoSsiviiy =~ anything that tended to 
make this all less likely to come to this area 
over a long period of time would tend to make a 
pipeline feasible to Supply the needs of the 
market. 


MR. COMMISSIONER BRITNELL: You would 
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have to have a Situation, though, which would be 
somewhat longer than the Suez crisis? 

MR, LILLEY: I woulda certainly think so, 
That was a short-term aitair, as at fortunately 
turned out. 

MR, COMMISSIONER BRITNELL: On page 8 
of your brief, and I think you have mentioned it 
in the discussions Slice, thie figure of net 


imports into the United States of about Me Ton 
barrels daliy in 1957: what was Canada's Share of 
that? About 15%? 

MR, LILLEY: May I check that, Mr. Britnell1? 
151,000 barrels a GV. din 1O57 . 

MR. COMMISSIONER BRITNELL: That igs Just 
about 15%, then. You Ssugzest that these imports 
of 1 million barrels a day might be expected to 
increase to about 1,600,000 barrels daily by 1961, 

Now, is it really much more than a Very 
fine patriotic aspiration to think that Canadians 
would get a larger share, in view of the large 
reserves that are building up and have peer bullet 
up in other parts of the world? 

MR, LILLEY: I think one thing that would 
change, Mr, Prarnell, would be <ocat least, I hope 
would be, and our anticipation would be. “that 
restrictions, voluntary or otherwise, would tend 
to ease, which certainly should free up some of the 


markets and, if we could depend on Coe cay rns ais 
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a Mineral resource problem, to be sure, and we 
might have an excess of these markets on a basis 
of continuity, which I submit is a very real 
problem, 

If that happened, I think you would 
get some of the market. I would notbe so optimistic 
to say how much, However, in the middle sectors 
we have been assured that there might be continuity, 
with refineries going into operation. This is in 
the realm of definite conjecture, I would have to 
acm, 

MR, COMMISSIONER BRITNELL: On the 
point with respect to the Possi bidity of larger 
markets in District Sor ths Puget Sound avea), 
you say, on page 14 of your beter .— that. ay reducq 
tion from USMC minus 20% to ugmc minus 40% would 
reduce the landed cost of Venezuelan crude at 
Montreal by 12¢, 

How much would such a reduction,. from 
minus 20 to minus 40, mean in terms of Venezuelan 
crude, laid down in Puget Sound? 

MR, LILLEY: Well, let me ask any of 
my associates here if we have such figures, 

About 21¢, 

This is a quick calculation, The USMc 
rate there would run about 1.06 and you would 
have to apply your plus and minus factors to that; 


about 21¢, 
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MR. COMMISSIONER BRITNELL: As against 
12¢ on the Montreal market. Well, that sounds a 
LEGG Le discouraging, in terms of Pelcine into 
that market, since we have been hearing stories 
of minus 55% and we had one instance the other day 


of a tanker at 85%, 

Mh, DILLEY: if’ 1 could figure out what 
the tanker rate is today, I would be well on the 
way. It is over a year ago that the markets were aroun 
about’ USMC plus 200 end, ‘Since 1950 == 
SUaArUIne. in Tact, sinee 1949, this market has 
had three periods of drastic ups and downs. The 
tanker market is extremely volatile, The tendency 
orven is for construction to Slow down, for 
Scrapped and 


ships to go to early retirement 


o 


other usages and, as the growth of petroleum 
usage continues, the tanker system finds itself 
in a period of lag. 

We are talking about the down Side of 
USMC, using that as an index; and it could very 
well go the reverse way, and the longer distance 
you haul the crude, the more change there is in 
rate in the price of crude. 

MR, COMMISSIONER BRITNELL: Tn View of 
the longer run, technilogically, is not the rate 
more likely, apart from the Swing, to go down 


rather than up? 


MR. LILLEY: Not against the present-day 
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Situation, which I consider to be in a distress 
category, with tankers laid up and not in use; 
but, on the historical pattern, the use of larger 
and faster tankers means a lower operating cost 


which, in the Long nun, yi ld provpably have that 
effect, yes, on the rate structure, 

MR. COMMISSIONER BRITNELL: Captain 
Carson, with the assistance or Mr. Frawley, cast 
a certain gloom over the assembly this afternoon, 
and perhaps that is what prompts my next question, 
arising out of a statement contained on page 7 of 
your brief, 

I wonder what the company's reasons were 
Lor stating or Suggesting that the United States 
will be compelled, by the very early 19604, to 
liberalize the present import policy. 

MR, LILLEY: I think that Statement is 
based, primarily, on the trend as is indicated of 
wells drilled on an increasing scale, with lower 
discovery rates and the fact bhatslast.yeary in 
1957, was the first year where the withdrawals from 
US reserves exceeded the discovery rate. 

Let me check that and see if my memory 
serves me right, They say it might not have been 
ehe first. time, butvit aaa the first time in some 
time past on a substantial scale, 

As you read these trends it would indicate 


that the rate of discovery is Slowing down and 
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becoming more expensive and, gradually, with an 
increasing economy, the tendency will be for them 
to need more petroleum than they could possibly 
produce, and that makes an opportunity for greater 
Import, 

MR. COMMISSIONER BRITNELL: I suspected 
that was at least a part of the answer, I was 
rather hoping you might have some other rays of 
light on the horizon, beyond that. 

MR, LILLEY: You mean something very specific, 
Merve bri tne ii? 

MR, COMMISSIONER BRITNELL: Yes, 

Hie eG LORY: elewishle* could help -youron 
Toei. § lx Minor yy 

MR. COMMISSIONER BRITNELL: On page 14, 
the brief states that the trend in recent years has 
been towards weakening of the traditional dominance 
of United States Gulf Coast prices over the world 
erudé price structure, 

What are the indications of that and what 
are, secondly, the reasons that you see for that 
situation? 

MR. LILLEY: Well, as far as what the 
trend is in this respect, taking Middle Eastern 
prices as one group, we feel that price increases 
in the Western Hemisphere really have not followed 
in a direct mathematical relationship. There have 


Deen Mimes, aimost, 1f the past, in recent years, 
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where the Middle Eastern prices have tended to 
go down, while prices in the Western Hemisphere 
have been stable. 

I cannot tell you all the factors. One 
factor, of course, is, the: fact that, as has been 
mentioned here, those fields are extremely prolific: 
there are great reserve potentials available there, 

Another «thing ts-that much of the consump - 
tion of energy in Western Hurope is based on the 
use of raw energy. I am not talking of the highly- 
refined specialties like aviation gasoline and 
high octane motor gasoline. They tend, in Europe, 
to use it as a replacement for hydro electric or 
coal, both of which are becoming expensive and 
Oltiiculs vo obtain: and) there fore, the value 
would be different in that market, 

It is quite an economic StU y. ToOrrand 
aii the answers for it, 

MR, COMMISSIONER BRITNELL: Thank you, 
Me; ladvey, 

THE CHAIRMAN: Well, it is now our 
adjournment hour and I think we will adjourn until 


tomorrow morning, to meet in this room av. 10 o'clock, 
© 3 


and I think there are still a few svVestions, ‘Mir: 
Lilley, that the Commission would like to ask you 
at ‘that time, so would you be good enough to be 


prepared to go on at ten o'clock tomorrow morning. 
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I believe also, Mr. Parkinson, that will 
be followed by -- 

MR. PARKINSON: Followed by the 
submission by the Triad O11 Company, Mr, Chairman, 
alid  Cren bi vile B=f O71 Company. 

THE CHAIRMAN: This hearing «of the 
Commission is now adjourned, then, until ten 
O'clock tomorrow morning. 


~--Whereupon the hearing au jOuUrned, Gab. 236 Dates 
Unee Ve tO. 00 a.m., Thursday, May &, 1958, 
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VOLUME 37 Page 5189, Line 28, 
Insert word "be" after "would" 


Page 5191, Line 25. 
Insert "which" after "produce" 


Page 5197, Line el, 
Delete "1960" read "1961" 


Page, 5199, \Line 17. 
Delete "exploration" read "expansion" 


Page 5201, Line 24, 
Delete "against" read "a cost" 


Page 5202, Line 21, 
Delete "to the Commission", 


Page 5205, Line. 2. 
Delete "and in the" and read "in any' 
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VOLUME 37 Paze 5248, Parasragh 1, Line 10, 
The fisure 477,000 should read 406,000 


Paze 5269, Parazrazyh 2, Line 12. 
tne Lisure 195 , suould read 1950. 


Pase 5289, First line of numerical 
Paracel 2 

The word "complications" should read 
‘implications". 


Paze 5296, 4th line from bottom. 
After the words "include only" and 
prior to the words "main trunk line" 
the followings has been omitted: 

" .emain trunk .ive line charges ;lus 
line loss ailowance and import duty 
Where applicacle, The cost of gathering 
crude oil to the point of entry into 
ENO Raat 


Page 5296 - This entire page is 
incorrectly placed in the transcrict. 
It should be numbered paxze 5299 and 


) 


yage 5299 should be numbered 5293. 


Paze 5300, Paragra;h 1, Line 4, 
Followin; the words "oid ~ive lines" 

and .rior to the words "usually o,erate" 
the followings has been omitted from the 
transeri.t: "as compared with gas 
transmission lines, since crude oil 


pipe lanes..." 


Page 5309 ~ It appears that paragraph 53 
under the section Implications of 
Committing Canadian Crude Oil Reserves 
to the Montres Market on pase 23 of our 
orief has been omitted from the trans- 
crplet,. This paragraph, if read, would 
have been the last ,aragray;h in this 
section, read by Mr, Campbell crior to 
liv. Anderson's reading Ayrendix E. 
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In This Volume, at page Boete, ate Tener 1h. the 
names "Mr, Brock" and "Mr, Linker" 
should read, respectively, ‘Mr, 
Brockett” and "Mr, Lenker", 


At page 5329, at line 7, the word 
“positions” should read “conditions”. 
AU page 5330y~at- lines 7, 6 and 9, 
the words "screens" and "screen" 
should read "streams" and "stream". 
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ANGUS, STONEHOUSE & CO. LTD. 5178 
TORONTO, ONTARIO 


Thursday, 
May 8, 1958, 


=O Tesunmine a 80 00 am, 


---Mr, Commissioner Levesque was not present, 


---Mr. Commissioner Ladner was not present, 


THE CHAIRMAN: Gentlemen, the Commission 
will now resume its hearing, 

Mr, Lilley, there were some matters left 
outstanding yesterday on which you were going to 
get us some information. Have you got any of that 
yet? 

Bh. OELLEY: © Juste 75 moment, Mr, Chairman, 
and I will see. 

No, my associates say they do not have 
the information in appropriate form to submit at 
the present time but, within a few days, it will 
be tabled with the Commission; all the data will 
be finished then, 

THE CHAIRMAN: I think there are one or 
two questions that the Commission wished to ask 
you and your associates, 

Dr. Howland? 

MR. COMMISSIONER HOWLAND: Thank you Mr, 
Chairman. 

Mr, Lilley, in your discussion with our 


counsel yesterday you mentioned at one point that 
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there were some pecularities about the pricing 
Situation in the Sumatra area. Would you like 
to just enlighten us a little about that? 

MR, LILLEY: Well, there is a differential 
price in the area. I am not sure whether it Sulit 
exists or not, to be candid with you, but they 
have one price which they use in nearby areas and, 
in some cases, I believe they have another basis 
for shipment into areas that are farther away, 

a sort of geographical differential, because of 
their peculiar position, so far away from the 
general consuming markets, 

Some of the nearby points, like India, 
where they impinge upon the production in the 
Persian Gulf, they tend to meet on an equalized 
basis, 

It is a situation that has existed in 
the world oil market where a seller, in order to 
be able to move his oil beyond the immediate fei aber 
tends to compensate Be0graphi cally. 

MR. COMMISSIONER HOWLAND: You have a sort 
of two-price system? 

MR, LILLEY: It really amounts to that. 

It is not rigid and I am not sure it Pees Gd hes tiry 
elreca,. iter igs time = heard, there was such a 
System. It existed, I believe (and I am not quite 
certain of this) just after the Second War period, 


in the Middle East. 
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IT am not sure whether it is crude or 
Prouucts. It 1s one of the tro, 

MR, COMMISSIONER HOWLAND: To keep the 
two-price system, they would have to have some 
peculiar advantage in the Indian market, let us 
say, so that they could load their price a little? 

Mie CLLIEY: 1 think it is something along 
those lines. As the oil moves into markets in 
India, which is very nearby, and the nearest compe ~ 
tition is somewhere on the Persian Gulf, they are 
favourably situated and can sell at a reasonable 
DeLee, 

If it goes westward, say, toa greater 
distance, say to the Pacific Coast, for example, 
there are disadvantages there, where they are 
opposed to other forms of competition; so there 
has been a tendency to want to equalize to some 
extent, and I think they have worked out a system 
which takes that into account. 

AS iar as © know, 10 Le not 4 rigid one, 
As far as I know, it has been in effect and it may 
not still be. 

MR, COMMISSIONER HOWLAND: This is likely 
to break down - - 

MR, LILLEY: It is a freight equalization 
Situation, from an origin standpoint, but it does 
not vary with every rate or Every ay, 


MR, COMMISSIONER HOWLAND: Again, on this 
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matter of prices, I was interested in the view 
Shared with the Imperial Oil and, apparently, 

most of you in the integrated companies feel 

that the biggest factor for growth of the Canadian 
oil industry is going to be in the Toronto area. 

Is that correct? 

MR, LILLEY: I think our brief felt that, 
again, the Toronto area and the tri-State area which 
we mentioned in our brief are primarily those areas 
which are furthest removed from seaport competition 
and were the most likely prospects for growth of 
Canadian oil. The Toronto and Ontario area, largely, 
and the areas throughout Canada, moving westward, 
are the ones to which I have reference. 

MR, COMMISSIONER HOWLAND: Well, is it 
not true that, looking at the figures of the fore- 
cast of expansion, that your estimate is that the 
biggest factor is the growth of the Ontario market? 

MR, LILLEY: That is correct. 

MR, COMMISSIONER HOWLAND: Well, I am try- 
ing to understand the reason for this faith, not 
critically, but to understand the facts which underlie 
your belief here, 

like every forecast or BVery opinion, «Lt 
Sees LOS Late. > 2's, or necessity, based on 
certain assumptions, We can assume one of these 
is strictly commercial, which I understand from you 


that we must, that a certain price relationship will 
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exist with regard to crude oil prices in the Montreal 
and Toronto refining areas, 

What I would like to have from you is some 
information on the break-even point, which decides 
whether refining will take place in the Montreal 
area or in the broad Toronto area, 

Coul you enlighten me a little on tas, 
bevause* tals 1S Mou a orick question’ —"— 

Hie UL ELEY: ONO, Me" Howland, 10 iss 
very good question. I am just a little bit concerned 
that we may not have all the Tigures right at hand. 
I will check, if I may, with our economic group. 

MR. COMMISSIONER HOWLAND: Let me be 
clear. “As*far as I am concerned, I would be quite 
delighted, and I am sure my colleagues would, if you 
would submit this data. I am, personally, not 
capable of discussing this in detail. I am not an 
esperc tn the old industry. 

What is concerning me is that the 
Commission have a fairly heavy responsibility in 
going along with this forecast or not, and we have 
not got very much information which tells us that, 
at a certain point, the change in the price relation- 
snip Would, "ineracts tend to nullify, on commercial 
decisions, what you said’ to us, Sone OSL Lee, nom 
I do not want to bring them in now, but one company 
has already, on a commercial basis, recently decided 


that you are wrong. They are basing the major 
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decisions on a different assumption, that Ly GHat 
the price of oil in the Montreal area is 
probably going to be advantageous. 

Now, frankly, I would much prefer, in 
some ways, to have from you a careful analysis as 
to the break-even point which has obtained over 
the period of growth which has led to the recent 
development in the Toronto area, and the break-even 
point which must be assumed if you are going to 
continue to grow in that area, 

Ee think’ ior isvasfairoquestion:” Is 1¢ 
clear’ to you what I am after? 

MR, LILLEY: Yes, your question is extremely 
clear and, without my saying it, of course, you 
know better than I that economic forecasts are a 
matter of opinion. We do have back-up data and I 
will check that. I do not think we have it before 
us now. 

Yes, we will have it for you but we do 
not have it in a form now that we could StVe = co 
you. We will submit it to the Commission. 

MR, COMMISSIONER HOWLAND: Thank you, 
Me, ial tey 

As you are in such a nice mood this 
morning, and I, too, apparently, may I ask you 
some questions which gould be interpreted as being 
loaded, which, quite frankly, are not? 


MR, LILLEY: Certainly. 
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MR. COMMISSIONER HOWLAND: I would like 
to understand, much more, your reasoning. I have 
in mind the statement that Mr. White made to this 
Commission at the conclusion of the sittings, which 
I think appealed to pretty well everybody who 
listened to it. The gist seemed to be that in 
order to improve the condition of the Canadian 
producing industry, first, the government should 
take firm steps to try and acquaint the United States 
Government with our problem in full and that, secondly, 
the oil industry ought to get together and do some- 
thing together. 

Now, maybe I am misinterpreting this, 
although I do not believe so. I have not checked over 
the record carefully. 

This is where I am being provocative, and 
I have no interest in the answer other than the 
reasoning that you have, 

What machinery of government exists to 
facilitate, these, moves, In the first places. the 
government has to make a very careful analysis of 
the interests of Canada, including some, if you 
appreciate, some varied interests. In the second 
place, the oll industry hasi some difficulties in 
getting together -- I believe the name of my friend, 
Tom MacDonald, was mentioned. 

Now, again I am loading the question, but 


forget it, as far as that goes: the only machinery 
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we seem to have at the moment is negative. Put 
this in the setting of the proposal which has 
been made by some -- not by this Commission -- 
that there ought to be some kind of advisory 
authority, and would it not be of some help to 
the tndustryatinea situationelike thiis..to.be 
able itomeet ptogetneriandadiscuse this thing? 

I do not know if you like the word 
"umbrella' that has been used around here, but 
what on your thoughts? 

MR, LILLEY: On the first thought that 
you were addressing the question to, which is the 
matter of representation and the situation here 
in Canada as it relates to the United States, I 
think I would certainly agree with Mr. White that 
such a course of action should be pursued, 

On the second question, I would prefer, 
if you don't mind, that Mr. Bentley would handle it, 
I think it is more in his sphere than mine, and I 
think he has a more intimate knowledge there, 

MR, COMMISSIONER HOWLAND: Before you turn 
it over to Mr. Bentley, I think you agreed on the 
first question. 

How are you going to take the time of a 
busy government -- and I believe if you say they 
are not busy, there would be a disagreement between 
us, because I think they are; they have a busy 


government down there -- who is going to take the 


| ‘powasegsa al dot aH 2 | atl 
“eget do stty reaoqong ont be canis act ete 
~« ito tes tome) ated vd dor a2 ‘agi va (walneal 

roe lvbs to bridal 9moe od pt seGuo exedd act 
of god snoe ta ed dem oe ptyew ‘bn el broritaa 
9d. ot pelny salkt tatiavtta £ baa Navavpns ont. 


tgakay bid eavoese ben nadidayod Tex of side 
brow ant » putt voy ti wore! dor ob I 
fad: eareet bawerss heav wesy mee acd ‘ek Leider” | 
oud “eguronia: TOR oe tariw: 
Saotle Jetgeael , THER One AD. + YRRIHL st | 
ty Zz L Mo iste . of FOLIB OUD: ey grtapexhbe oi5W HOY. ‘ 
StLe ae nga sud te grid ‘buts. Holt staaeoaqes Te “sgvem 
I ea tad Beeld ety. of eavelom JL ae siege mt) 
Test adie, tt, di kw, S398 Yiptesien bisow ft watags 
he AVA OP b hose hoftps,: 2d: oar. g flows 
va tevrg pivoy I AO hsasup boo se ont ad 
J pibnadt Sieow veltaad, it isod _dithm o'aob woy TE 
” Sos smtn nedt overiqg eel nf ovom a) HL anhalt 2. 
T1803 sabelworml 20 Amttal ewow seed anf Mabat 
cnt we, R.A OMALWIS TORMDTBRTMMOD GAME ey 
add no, eeige Noy, HitAd 1. weltee wt: oh neve JE 
| nokteaapstaneD 
2 ‘t0 ain ar. sited oaigrhto 6% om wo ~) yee 


— 


world yes yoy, ge ove ffed I Beis: a- ZF 


- 
a a) 


7 neswd oat temnerareeh & ou oe wow + git 


ae ee 


i, Y ne ee, 
pom oF 6 . 
a ring Chad | * ook ase 


yD Se : 


ANGUS, STONEHOUSE & CO. LTD. 5186 
TORONTO, ONTARIO 


T 


time to listen to you, Mr. Lilley, and our good 
friend Mr. White, and so we go down the list? 

Now, you are not allowed to get together 
ELGG: 

MR. LELLEYs Well, 2. thinksthat is-a 
very good question. Of course, my concept of this 
(and it may be a little naive, because I am certainly 
no authority on government procedures) this is, 
essentially, of course, a questiow not just for the 
oil industry; you have your base minerals and other 
similar mineral resources, in.Canada, which, of course, 
is associated with some of these problems, these 
problems of the oil industry or potential problems 
Siewthe O11, tncusiny. 

I do not know what forces of government 
would undertake to do this or who would have the 
time. The problem, to me, is merely there as a 
commercial industry problem; but it may be that 
each group would be represented through a specialist 
in the particular government agency. 

I have not developed this line of think- 


ing very far, 
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MR. COMMISSIONER HOWLAND: Well, this is 
where you can be helpful, because you are a busy 


man and the Government has appointed a Commission 


like this to sort of have a little more time to 
look at this. I think your experience in a parti- 
cular situation like this would be very valuable 
to us, to have you take a few more minutes and 
think about it, because it is a very real problem, 
as voY letting an industry Bet into a situation 

and then appointing a Royal Commission which is 
pretty hard, certainly, on the Chairman here; I 
know some of us feel a little worn out too. 

MR. LILLEY: We appreciate that. Of 
course, in the final analysis I think representa- 
tions of this type go through the usual official 
channels of government, the facts are all put to- 
gether and assessment made of the facts by your 
usual channels if you had a permanent agency of some 
sort. What I gather you are proposing or suggest- 
ing is that clarification could be secured and the 
facts could be boiled down to manageable proportions 
within the inner workings of the energy industries 


and assimilate those and present them to the usual 


MR. COMMISSIONER HOWLAND: That is right. 
I don't think there is any presumption in anybody's 
mind that any Board would stop anybody getting to 


a minister or parliament; I don't think anyone in 
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Canada would seriously think of that. So putting 
it.adnethe best Light, you can,. what is, the machinery 
today to enable you to do this? 

MR. LILLEY:. 12 .am not.ireally familiar 
with the current machinery here in Canada to know. 
Certainly there has to be someone to talk to in 
these cases, and I am not sure that the official 
here make that possible. I don't have the basic 
knowledge to make a sensible answer. I would like 
to have Mr. Bentley answer some of your questions, 
and. 2f Jmcan be more nelptul, twill try to. 

MR. BENTERY:. Dr... Howland,.dir.. Whites 
suggestion was that the Government should make re- 
presentations to the United States Government on 
the broad and general picture of energy resources, 
Crude, Oi eae, dba, suesest..4 think, that your 
Commission itself might consider what it could do 
by way of assisting the Government in that regard. 
Now, I think the evidence which has been presented 
to you here and will be presented to you across 
the country 2s e0ine to. put. your Commission. in a 
position to make representations to the Government 
on these matters. I understand from the press that 
it is expected that your recommendations on the 
natural. gas situation, for example, will. be dealt 
with by way of an interim report, and what I am 
TeV Tito. Sai a Bef ONO, Ae. S Said. in iour. braen.. we 
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problems of this sort are of great benefit and 
perhaps could deal with the matter through the 
proper department; it may be through the Department 
of Transport, through the Department of Trade and 
Commerce, and in that way it goes to the Cabinet 
and the Cabinet then takes the action. 

MR. COMMISSIONER HOWLAND: You have 
heard Mr. A. P. Herbert's comments on Royal 
Commussrone.. He Said. that one Line comes in one 
end and out the other and it all takes a long, long 
chime’. wih si Aas: they usual complaint of Commissions. 

MR, BENTLEY: I agree it takes a long, 
long time, but governments of the country have 
already been a long time on the natural gas indus- 
CEyw Cea HOLLINS WO be sunny. air. lam try= 
ingesGo clarity tne. situation. 

MR. COMMISSIONER HOWLAND: What machinery 
of government exists that enables you to get to- 
gether? 

MR. BENTLEY: As far as the oil industry 
getting together.is concerned, there are provi- 
sions in the Criminal Code and the Combines Investi- 
gation Act which makes industry getting together 
tOueisecuse Pricesstlilegsal in this case. . But. 
would say that if the Deparmtment of Trade and 
Commerce wished to invite industry to meet and 
the Department of Justice was in agreement, there 


would no reason why they couldn't discuss problems 
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with the Department which would be more particularly 
concerned with the matter. 

MR, COMMISSIONER HOWLAND: ‘Thank you, Mr. 
Bentley. 

MR. COMMISSIONER HARDY: Mr. Chairman, 
gnere 18 just one point I would like to raise. in 
the transcript of yesterday on page 5167 Dr. 
Britnell asked a question about prorationing, and 
Mr. Lilley gave a reply in which he stated that 
the controls in the States, using one example, 
the Texas Railroad Commission, were that of a 
Conservation Board and not to waste or take out 
production which cannot be disposed of and not 
to overproduce fields. Nowy. Lomi. wninik we 
would have very much quarrel with the statement 
taken literally, but I think we might on the basis 
of emphasis on the various points, and I would 
like to give you a quotation of General Thompson 
who has been one of the members of the Texas 
Realtroad Commission since 2930. In appearing 
before a Congressional Committee in 3) ene. Le 
reported as stating -- I don't know whether it is 
an unimpeachable source, but this is a quotation: 
"Our Texas statutes on waste prevention include 
market demand. Further, this definition says: 
"Production in excess of market demand or trans- 
portation facilities is waste and is forbidden'", 


Now, doesn't that imply a degree of control in 
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the United States that makes some of these poten- 
tial market developments that you have been talk- 
ing about in the middle west and in the Puget Sound 
area perhapsa little difficult to achieve? 

MR, LILLEY: Well, I am not quite sure 
that I can relate those two directly. Undoubtedly 
that is his position, and I suppose fairly re- 
presents the Texas Railroad position, but I 
thought the tenor of our evidence was that we 
felt the basis of the United States reserves was 
on the decline from the standpoint of its relation- 
ship to consumption and consumption trend, and if 
that is the case -- this is probably an educated 
FUCES! Oy Our part as. it May be on anypody's part -= 
the chancespare wna, thesoid. from the, State. of 
Texas would be insufficient to supply the areas, 
the whole areas of the United States that require 
oil and that. the oil would then tend to move to 
more nearby points to supply them, and it would be 
for the more remote areas to find oil elsewhere. 

I don't think it is tied indirectly with the Texas 
proration systems because ,l, think it is our opinion 
that in the long pull in the United States there is 
going to be an increasing gap between consumption 
and production will have to be filled somewhere, 
and geography will tend to be the determining point 
ine Supp LY.. 


MR, COMMISSIONER HARDY: What I am suggesting 
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is this, that there appears to be a degree of con- 
trol in the United States that we are not exerting 
in this country. For example, the Montreal market 
seems to be the only major market left on this 
continent where there is not a measure of control 
of dOme SOPL, Oiniithis; caseal would be duiteyvpre- 
pared to accept your analysis of the situation, 
but is it not also possible that the sources of 
foreign supply might be controlled by United States 
policy to fill the market, that that will develop 
even on a long-term scale, and the assumptions that 
it is simply going to be there for us to pick up 
for Canada as the demand arises are perhaps a 
Little too optimistic. 

Wh, GLLLEY: By that I gather that. the 
United States in some manner, having a shortage in 
regard to their production, would give preference 
Cove pnerstoreienyoieyoo afi Llathis ean? 

MR. COMMISSIONER HARDY: Yes, that is 
what I am saying, 

MR tL LLbE Ys. Any thine ts possibile in 
this world. I think the position of the American 
Government on this point has always been that they 
will not preferentially favour one producing 
country or one country over another in these matters. 
There could be a very strong case made, probably, 
from a geographical standpoint for some preferences 


tor the areas near the United States, but to the 
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best of my knowledge they have never taken the 
avvitude that they could afford in’ their diplo- 
matier relations to»Tfavour one over the other, I 
don't know what the future holds to answer your 
question, but Bo hasn't been an historic policy. 

THE CHATRMAN: ~ The inference from your 
answer, Mr. Lilley, is that the American Government 
has a pretty good stranglehold on our companies, 
they are going to tell them where they are going 
CO pring = cheir of from. 

Mh, “LDILGEY? “i didn't mean to imply that. 

THE CHAIRMAN: It wouldn't be in my 
judgment so much the American Government as the 
oil companies and it wouldn't be just a matter of 
geography. 

MR. GILEEY: i think it would be a 
matter of geography and the matter of international 
relations. But insofar as the voluntary quotas 
are concerned, I think that is more or less the 
point to which we were referring indirectly. Once 
the Government has asked us to stay within certain 
limits in the United States as oil companies, the 
ellocavion, country by country, is Left very much 
to the country. 

THE CHAIRMAN: And obviously the individual 
companies would determine that allocation on the 
basis of the cheapest oil they could get. 


MR. LILLEY: That would certainly be a 
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major factor, particularly when you are operating 
with concession oil in the relatively politically 
unstable countries. 

THE CHAIRMAN: Is there anything wrong 
with that thought? 

Vile LEveeeNo.. Temighi. says os 
certainly one of the points that would weigh in 
anypody's decision, Lit ls,sa.matter of. economics, 
and that is one of the reasons why we are in busi- 
ness. When we operate in any country we try and 
do the best we can for each area in which we oper- 
ate; but certainly in the final analysis that econ- 


omy has a great bearing on the position. 
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THE CHAIRMAN: It seems to me that when 
you speak about this additional need for oil in the 
United States during the sixties -- I think your 
brief puts it that way -- 

MR. CLoLEY Mav La-rishty, 

THE CHAIRMAN: -- that we are not on 
very safe ground in assuming that a large portion 
of the need will be filled by exportation from 
Canada. 

MR LEGLEY*: Well, yes. The observa- 
CLOW oh our pbrier, forinstance, 18 related to the 
feature where this market will be there and will 
be anticipated at some point, certainly not too 
much will be Canadian oil. 

I think we felt that the tri-state 
market we mentioned would be more likely to take 
some action based on economics and geography. Ag 
do not think we have ever stated or attempted to 
state, and if we did I would like to correct it, 
that all of this automatically fell into the 
Canadian oil producers! hands as outlets. We 
have suggested that the economics and geographics 
will be a good opportunity for Canadian oil. 

THE CHAIRMAN: Unless Canadian oil does 
reach these markets, assuming that the Montreal 
market is supplied by foreign crude then Canadian 
production is going to continue to be maintained 


in the neighbourhood of approximately 30 per cent 
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of production; will the market grow in accordance 
with the growth and demand in our own country out- 
side of the Montreal market? 

You yesterday stated in your testimony 
with respect to the 8,000 barrels going to Puget 
sound, I think, I have not looked up the exact word 
but I made a note of it when you said it -- you 
said, “Of course, it could change from time to 
time," I want to get an admission from you as 
to the uncertainty or this export business to our 
great neighbour to the south. 

ME CUP LLY: I could not say otherwise 
than anything of that nature. The demand is un- 
certain, obviously. I am only trying to present 
it in this brief, set out all the facts as they 
may be a possibility. 

The oii business in itself is an uncertain 
business and the import and export policies of 
countries is very uncertain as we have had demon- 
strated amply in recent times. 

THE CHAIRMAN: If the Montreal market 
is made a possibility for Canadian producers and 
to them only or for a large part of it, a certain 
amount of that uncertainty ee great deal of it -- 
is removed, is it not? 

MR. LILLEY: Right. 

THE CHAIRMAN: Teligine,, Moe Lilley, have 


you any contractual -- has your company any contractual 
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obligations which would prevent McColl-Frontenac 
from taking the Canadian crude at Montreal? 

Mh. LCL ony: We do have contractual 
obligations. I do not know the extent. 

THE CHAIRMAN: Yesterday I think you 
gave me it in the testimony. You nad contracts 
for two years with this unknown supplier from 
Venezuela. 

MA. LL ELEY: Two years. I believe 
there is an advance cancellation clause to make 
it effective within the two-year period. Actually 
the two-year period started running earlier this 
year, January lst, and so by the time the pipe line 
would be built -- I presume that is your question 
-- it would be feasible. 

MR. COMMISSIONER BRITNELL: Now, I was 
going to say do you even have some outside con- 
tracts for the Toronto market. 

Mink. DLiguey< Yes, we have a small one 
there. It may have gone. That terminates now 
about 1960. 

THE CHAIRMAN: You are a shareholder, 

Or a2 -Darticipant, pul it that wey, in the Portiand- 
Montreal pipe line. 

MR. LILLEY: Les ts 

THE CHALTRMAN: Would you be good enough 
to tell the Commission the book value of your 


company's investment in that line? 
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MR, LILLEY: May I ask Mr. Farquharson 
to take that? ie tree aril recuom, 

THE CHAIRMAN: Certainly. 

MR. FARQUHARSON: The best information 
Ll can give you, Mr, Borden, is that McColl-— 
Frontenac costs of acquiring 18 per cent owner- 
ship share was $543,000. 

THE CHAIRMAN: That does not give 
an answer to my question. That may have been 
your .original .cost. What is the book value 
as of December 31st, 1957? 

MR. FARQUHARSON: The total book value 
-- the figure I have here is $37,400,000. That 
is the original book value, the total value of 
the pipe lines as of December 31st, 1957. The 
depreciated value [I can give you. 

THE CHAIRMAN: We got that information, 
as, Lyrecalieut, rom the Imperial O11 testimony. 
Now, you are speaking of the company itself, the 
consolidated picture;pare you not? 

MR. FARQUHARSON: Tats. La ei. 

THE CHAIRMAN: That is not what I want. 
The question I asked is -- it is $25 million 
roughly depreciated? 

MR. FARQUHARSON: That is right. 

THE CHAIRMAN: What is MceColl-Frontenac's 
present book value. You say $543,000 was your 


original cost. 
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ME) LLGRY EY your question, Mr. 
Borden, is what is the value that we have in our 
books -- is that your question? 


THE CHAIRMAN: Yess, 

Ma LLL. I am doing this under 
some forced pressure here. At the time $542,000 
is our original investment, and would be the price 
at which it was carried on our consolidated bal- 
ance sheet. I am not sure whether any additional 
moneys have been added to that over a period of 
time since the original investment or whether it 
has been self-financing as.it expanded. I have 
not asked about that. Me’, Farquharson says it 
has been self-financing. 

THE CHAIRMAN: Yes. The only divi- 
dend that cleared was this $400,000-odd so you 
have finance exploration out of retained earnings. 
Is that correct? 

MR. LLOLEY: Yes. 

THE CHAIRMAN: so that your interest is 
what per cent of the total? 

MR. LILLEY: Righteen per cent. 

THE CHAIRMAN: That is represented by 
that sum $543,000. That has never been in any 
tanner, Or "au Teast tic part of that has at any 
time been written down in your accounts? 

MR DILLEY: It is not so indicated, 


1 would be glad to make a further check to get those 
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figures. 

THE CHAIRMAN: I would like to know. 
These are questions I omitted to ask Imperial 
Oil and’ shell O11. Tl wish to get this same 


information from them. 

MR. LILLEY: May I supply you a state- 
ment on that? 

THE CHAIRMAN: Certainly. I would like 
to know whether there is any reserve in your 
books set up against that investment and if so 
in what amount. 

MR. LILLEY: Right. 

THE CHAIRMAN: While we are on this 
subject, is there anyone present today represen- 
ting Imperial Oil? 

MR. D. E. LEWIS: Peete, St 0 ss 
represent Imperial Oil. 

THE CHAIRMAN: I wonder if you would be 
good enough to give the Commission an answer to 
that same question. 

MR. LEWIS: Bight; S20 

THE CHAIRMAN: By memorandum. eet 
memorandum can come into us it would be quite 
satisfactory. 

MR. LEWIS: eee 

THE CHAIRMAN: is there anyone repre- 
senting Shell? 


MR. W. J. ROMAN:: Vee. selon. Con 
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Gde@sthe same, sir, for, Shell Oil. 

THE CHAIRMAN: Me. LDiiley, your .finan- 
cial year ends on December 31st? 

Mine) LLLLEY : Yes, (Sic. 

THE CHAIRMAN: What was the return on 
capital employed by your company for 1957? 

MA UbLGLEY:: Yen per cent was the con- 
solidated --- 

THE CHAIRMAN: Ten. per cent? 

MR. Sila LLEY Ves 

THE CHAIRMAN: Can you tell me -- you 
have a2 reiimery with.a capacity of roughly. 59,000 
barrels daily in Montreal? 

Wie sedate Ys Yess 

THE CHAIRMAN: Can you tell me what 
the return of capital is in the manufacturing 
and marketing operation of that refinery? 

Miao BIBLE) Ll would..check with Mr. 
Farquharson. Peco that Vs 6 little. di. iricult 
for us to say in the way we operate our operations. 
We do not have any such figures, Mr. Borden, a 
will be glad to see if I can come up with them. 
That is not the way we normally allocate our 
operations. Our befinery iis usually against 
operation in our bookkeeping system and then we 
have separate situations for various marketing 
areas. 


THE CHAIRMAN: I am only thinking of 
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the Montreal marketing area. 

Mie LILLEY : Yes. Well, our books 
are carried for divisions which would take in a 
lot further than the Montreal market. 

THE CHAIRMAN: I think that would be 
Satisfactory because that would be all foreign 
crude. 

MR. LILLEY: What you really want is the 
area, the source of the foreign crude processed 
through that Montreal refinery. 

THE CHAIRMAN: ves. 

Me LLELeY: May we make a study on that? 

THE CHAIRMAN: Would you do the same 


thing with respect to your Port Credit refinery 


POmeus? 
MRY © LEILLEY: Yes. 
THE CHAIRMAN: And the same thing with 


respect to your Edmonton refinery? 

MR. LIREEYs: LWiEs beveled Go dotiso, 
Eywould like the privilege ofr Submitting that di- 
rectly to the Commission, if I may, to the 
Chairman. 

THE CHAIRMAN: I think, yes, you can 
do that. That is quite all right. 

Thank you very much, Mr, Let Leyy Por 
the assistance you have given us. We appreciate 
very much your brief and your spending the time 


and appearing before us and giving us the help 
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which you have, and I do not think we have any 
more questions. 

MR, FRAWLEY: Mr, Chairman. 

THE CHAIRMAN: if am sorry. 

MR. FRAWLEY: I have just two supplemen- 
tary questions, if I may. 

Yesterday, Mr. Lilley, the Chairman 
was discussing with Mr. White the positive efforts 
to expand the market for Canadian crudes and there 
was just one aspect of his answer that I would like 
to explore with you. He said that there would 
be displacement of the Montrel product transfers 
amounting to 56,000 barrels a day in 1959. Now, 
as you would be one of the displacers, can you 
tell me whether you have made any calculation as 
to how much -- assuming that Mr. White's figures 
are approximately correct -- how much of that would 
pe McColl is participation? If you have not the 
answer for me I would be quite content if you 
would fiie a memorandum with the Secretary. 

Ma. DS LLEYs Mir. Frawley, I would pre- 
fer to file a memorandum. ft am not entirely 
familiar with. Me. White's figures, As I 
recollect -- I heard part of his testimony yester- 
day -- he was speaking about the replacement of 
importation in that area, 

MR. FRAWLEY: Le oye 2a Poe: 


‘Displacement, Montreal products transfers ---' 
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I am reading from page 5024 of yesterday's transcript: 
"Displacement, Montreal products transfers, 
"56,000; barrels. 4 day,” 

MAS SR GY : 1959 was the year. 

ME. FRAWLEY: i959 is the year. 

Mey ULGGEY: We, Wild sbe vealed) co submit 
that to the Secretary. 

MR .PRAWLEY: There is only one other 
thing. Would you be good enough to give me either 
now or in a similar memorandum to the Secretary 
the names and grades and gravity and sulphur con- 
tent of the foreign crudes which you imported into 
Montreal in 1955, 1956, 1957 and CURVE ly, MuVo Une 
it into Venezuelan or Middle East or Far Eastern 
crudes? 

MR. LILLEY: LI will be very -glad to do 
that. 

MR, FRAWLEY: Thank you very much. 

MR. LIULLEY: Mr, Borden, if there are 
no further questions may I just make a brief 
statement here? 

THE CHAIRMAN: Certainly. 

Ml. GLLGEY : Before leaving, Mr. 
Chairman, we would like to say how much we have 
appreciated the courtesy of the Commission and 
the privilege of appearing before you, sir. We 
would like to say further that it is obvious that the 


solutions: of such a complex problem are not 


| 
| 


pears ENTE, HIRE ay, oIOR she neh, gat 


ess a er) 


saalg ont aie RBGE: 4 emai AM 


iat taenaell ae < : 


if 


en sp butenia pao be" 7 


TEE wil? ee BER s Recut aM 


vomoa of. 


pely. om Hee ew o rYaulad 7M 


; Yana aunk! Suid (oF: ane 


a, “lite ‘ad’ eset”: + YSUWARS EM 
ke ot stquGees buew sd: vey RoW pate 
7 He bo Fel oe? Mir D ReaD ene HL AM 6 & i = worn 


ery ide hi Paes I VBS: Kine. AGDE TA San aes ore 


begncem! Wey 26 ivveebiels. Bulasel Sey So crneg 


a. 
Re APES 


» tes 


epuwye iis Yeh , deh Gbes ae 


ia geo Jae. elidel owe aeledsane cont JF 


Terhivio 


Vay Saeed Gt Ts ET. ; _ 


ee BAT i 


Bn ube aie oo Wes. 


t) steht (26. 528 An 


eaaoan Se. Yan ene tesup Aedsaxt of 


% . Teme: cereus 
abstr. sara ane han 


age perrivaeh, rel tk * ‘eu . 


2 event 60, ADU wod wae ay eet pruaw ee: mee 2. 


7 ee: fate snmatounorts and ae, leaves ie 


Woy ot be He ‘esert a mage wn 4 ‘8 


pon OE bios re 


Peieah ito Quaid: eo ai oe: UB anti 


oa 


ANGUS, STONEHOUSE & CO. LTD. BeOS 
TORONTO, ONTARIO 

solutions which are black or white. There are 

many intangibles involved and in the presentation 

which deals with the future, and this is cer- 

tainly true of the brief we have presented to 

you here, such items as the future growth rate 

in the North American Continent, development 

and trend of the economics of the eee Ltt 

this area and the discovery rate of crude oil 

in North America are all very important. 

Any material changes in the economics 
as we have presented them would, of course, tend 
to change the conclusions we have presented. 

Our presentation is based in reference to the 
Situation as we see it today. 

Thank you. 

THE CHAIRMAN: Thank you very much, Mr. 
Ce esr, 

PT betieve tne Triad Cll Company was to 
present its submission next. We will have three 
or four minutes break in order to enable the 


triad people to be seated, 


---A short recess. 
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THE CHATRMAN: Gentlemen, the Commission 
will now resume its nearing, 

Before I call on counsel, I think the 
time has come in the hearings that this Commission 
has been holding for the Chairman to remind the 
industry, the oil and gas LAGUStry, that while 
there is a tremendous amount of testimony which 
has gone on the record, the Commission is relying 
upon the co-operation of the industry Louselt to 
come forward and to give the Commission the kind 
of information which the LHdusury, In 1c¢e own 
good judgment, feels the Commission should have, 
if it is going to be able to make recommendations 
which can be soundly based. 

its ano reading the testimony, as one 
can do, one finds where sometimes a question has 
been answered by a "yes" or a "no" but leaves an 
inference which might be misleading, I think that 
industry owes it to the Commission, and I would ask 
them for their assistance in that regard, to correct 
that impression left on the ECOrd. so phat, in 
considering a11 the testimony, the Commission can 
feel reasonably certain that it has obtained the 
information in proper form, which it is essential 
for the Commission to have in order to make recom- 


mendations, and not information that has been given 
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to it, quite unintentionally, leaving gaps that 
could be misleading. 

It is the duty of counsel for the Com- 
mission to put information on the record to the 
best of heim ability. They are not OXPSeris «Ln 
the oil and gas industry and we cannot expect them 
to be superhuman and to know more about the in- 
dustry than those who appear before se sO. al 
think, as I said, the time has eome, with the 
Great amount of testimony on the record, that 
you men in the industry can now appraise the 
situation from that testimony and, when you see 
that you can help the Commission, the Commission 
will welcome that assistance, as well as the 
great assistance which you have been rendering 
to it by appearing as you have done anc, Coote 
best of your ability, given us the information 
which you feel we should have and which we sought. 

hank you very much, 


Now, Mr. Patterson? 


waive athe 


Ot gt eas 
x 

o 

~ 

3 ee 


q 


ano 


Ia9gx¢0 


1 
acid 
! 
ve 
i] t) 
HIM 
C 
; 
ah he 


Pes, 
; 


civ Ge Srune 


ek, aouedxe 


wee 
os 


| 
» * 
a) 
177 
frye 
r 


TOW 


Baia 


+ 70%) Jasnles Th Kron & pu: at Pa 


ran 


athe noo? PD anbleiiade tug oF onenie | 


Gr 


mg (ee? sed Ect aeaisth Nor taed: 


6i1o ted 


Saniao 
wt @ 
nas 


Cre 
hi 


, Orin 


‘ 
art 
” wy 
a7 


yy 6 .F ; 


word of 


a 


(seucs 


aan ete 


ifm 


wot 


ooh bet att (wort 


4 


‘| 
eYyer: 


j 10 Wm OLED 


"hts 


; “3, a jeer aye Pea > rl : 
pores. &W Bone ¥ategbert re ay ete i to ere 


Die PAMAeGe OG OF 
ory aan? nats yateue 
ent “bes 1 aa otek 
ntteas bo Sa Seary. 


témibod ond sl cee ey 


yinowtinad ditit Mord Apldsug te 


vit, OLB Mea OX gent 


\ioas Ses omonlew Litw 


+ Asti ebnnieisee taste 


oY ae Babeneqas, te wae) 


ri 


~ & Sie 
lava 
a 


- “? Ae Hie Suny 20 Fane 


‘biudefa wif Sewh: soy yoke 


he fare ca HON “Ana? ; 


- 
ANGUS, STONEHOUSE & CO. LTD. 5208 
TORONTO, ONTARIO 


submission of 


TRIAD OMS COSeLTD, 


APPEARANCES: 
Meth. Tanner - President 
Mirved so ppreaus - Executive Vice-President 
Mey M.A .MFinneds - Secretary-Treasurer 
MeerD, 0.” ton - General Manager 


MR, PATTERSON: Thank you, Mr, Chairman, 
I would ask that the submission of Triad Oil Company 


be marked as Exhibit CC-8-1, 


~-=EXHIBIT CC=8-1: SUOMI SSLON On TelsdeOr coy liéd, 


Before reading the submission, I would ask 
Mr. Tanner to introduce himself and the gentlemen 
who are with him to the Commission. 

MR, TANNER: Thank you, 

THE CHAIRMAN: Mr, Tanner? 

MR, TANNER: Mr. Chairman and Commissioners, 
Dam Bon. Tanner, President. of Triad O11 Co, td 
On my right is Mr. Grant Spratt, Executive Vice- 
President of the company. On the extreme left is 
Mr. D.C. Ion, General Manager and, on my immediate 
left, Mr. M.H, Finnell, Secretary-Treasurer, 

Before presenting our brief, I would 
like to mention that the original letter from the 


Commission to me requested certain comments from 


2, cata Sixty | 
one | 540 carat” yeh 

jeptees ie OO emma ae 

ainat tamed -go.t) suddiner® [- 4 wide SOG RM 
AW Et ae r ast A at | 


et Levene’ | Mel. caw es 


, | ‘ Ppt . 0 rf 
: py i 4 th oh an | ety ae bftehd ce qibten itis Lea - yi, 
YASUO a ‘Der Feo a ae AG le i i SLA AGE * a) ips eG PES [ 


inten?) GiG Lixd 52° DeRiem ag 


200 £6) Deis’ To noipetaded’ ff-0459°0 ee PTH AL on 


’ - . = A P ay y 
| isx Slivow DT .ofee lien any BLASS i 4 WA 2 Ms q 
‘ P i‘, >} : . 5 efemnat st P + mae re wv 
ameliaes a Loe “Lie eRe Ov ot Seiiae oa 
folseteamet) a7) of mitt ifaw one er 


| ey oat? (4A oP 
| may 5h, SHAMIL AMD “SIT 


pa hrs? Beek Se .e 6% cAZPGLT 7 


4 ehh .@8 £20 Belot So treptaast ,wamesh ,.a ae Te 


-agiN ay paooRe (tt wigs ane eh af JNaht oa ral I 
at Tiel atpehie! Set a | “W vaqmine 8 arid te onebiaons 
hehe nnn es fC Og anne sasenet —_ i Be 

nM wa : Mek | 


dart iy 


pengenaart seat eR oR Epon rn 


fi 


bk ieone E sietad He qabiengeng, BS 


nies wash, egies, ‘Kasha reas “tit, 


Pera e? re aaere 


neve’ ee see rib sir 


; ; i iM 
| ; 7 ys unin us. Ve 


ho 


ron 


( 


ANGUS, STONEHOUSE & CO. LTD. a 
TORONTO, ONTARIO S 209 


both Triad and British Petroleum Company. That por- 
tion of the letter referring to British Petroleum 
Company has, of course, beein forwarded to them, 
and I understand they have been in communication 
with the Secretary of the Commission, 

HHevorlefewev are presenting thi s«mornming 
represents the comments of Triad only and, with 
the permission of the Commission, I would ask Mr. 
Spratt, the Executive Vice-President of the company, 
to read our statement. 

THRE CHAIRMAN: Thank you. Mr. Spratt? 

MR, SPRATT: Mr. Chairman, members of 
the Commission, counsel: Introduction: As 
requested by the Royal Commission On Energy, Triad 
Oil Co, Ltd. presents herein its comments with 
respect to Clauses (a), (b) and (c) of the 
Commission's terms of reference as they relate to 
the petroleum industry. 

We should like first to present a brief 
Outline of the background and activities of Triad, 
together with certain observations concerning the 
Canadian oil and gas industry, with emphasis on the 
position of the producer. 

the Company: Triad Oil Co. Ltd. was 
incorporated under the laws of the !rovince of 
Alberta on October 17, 1951, and is actively engaged 
in exploration and production activities in Western 


Canada. The Company is not engaged in refining and 
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marketing, 

In 1953 agreement was reached with The 
British Petroleum Company Limited of London, England, 
whereby the BP Group was given the right to acquire 
at least a 50% interest in Triad. Pursuant to this 
agreement the BP Group will have acquired approximately 
a 50% interest by the end of 1958, 

Apart from the interest purchased by the 
BPiGroup, Priad has confined the Olrerineg of ites 
securities to Canada. The Company is not registered 
under the Securities and Exchange Commission of the 
United States, 

Since 1954 Triad's operations have been 
considerably expanded in the exploration field. In 
this, Triad's management has been aided by advice 
and technical staff from the BP Group. 

The Canadian Petroleum Industry: From 
the discovery of Leduc in 1947 up to and including 
1957 approximately 53,000,000, 000 has been spent on 
exploration and development in Western Canada. 

Capital has been supplied from various 
sources including oi1 companies and other investors 
in the United States, Canada, the United Kingdom 
and other European countries. 

We suggest that the substantial sums of 
capital employed were invested in anticipation 
of the industry's being permitted to market its 


production in areas within economic reach, Suv ject 
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of course to the national interest. 

The Canadian oil and gas industry produces 
new wealth; attracts capital for investment; creates 
employment; assists Canada's trade balance; benefits 
other industries through purchases of supplies and 
Services; attracts new industries: and provides 
income to municipal, provincial and federal 
authorities through payment of royalties, rentals, 
bonuses and taxes, 

Most of Canada's oil and gas reserves are 
located in the Western Plains and Foothills regions 
lying east of the Rocky Mountains. Present and 
potential markets, both in Canada and certain parts 
of the United States, must be reached mainly by 
long distance pipeline systems. As development of 
reserves continues to extend into more remote areas 
costs will increase. The distance from market 
results in comparatively low wellhead prices for 
the producer, 

InevLew- or the *ltocation or Canadas 
reserves with respect to major markets it is 
essential to the maintenance and growth of the 
producing industry that sales to all available 
markets be permitted, providing domestic needs 
are assured. 

It is not Triad's intention to submit 
additional statistical data regarding reserves and 


markets, such information has “been and will be 
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Supplied by government bodies, the Canadian Petroleum 
Association, and various oil, gas and transmission 
companies. According to this information, proven 
oi] reservesvorrsome 3 billion barrels and. gas 
FESserves Of somen 202 tridiion« cubic, feet have. been 
found. Future oil reserves in the order of 50 billion 
barrels, and future gas reserves in the order of 
300 trillion cubic feet have been regarded as 
probable, 

It is generally accepted that Canada has 
anvexportable surplus of colds! and we believe that 
the evidence before the Commission indicates an 
exportable surplus of as: 

The Alberta Oil and Gas Conservation 
Board has’ 6stimated what 21 trillion cubic feet of gas 
has already been proven in the Province of Alberta, 
These reserves have been found largely incidental 
pocCthe search for oils The Board estimates + 
natural gas requirements for Alberta to December 31, 
1986 are 7.6 trillion cubic feet, and has approved 
export permits bo other parts of) Canada .and, the 
United States totalling approximately 6 trillion 
cubic feet, Applications now before the Board request 


permission to export an additional 5.5 trillion cubic 


feet. This combined total! of approximately 19 trillion 


cubic feet indicates a favorable balance in the 
Province of Alberta alone, even though future require- 


ments are related to present reserves. 
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We appreciate that certain estimates of 
additional potential demand in Canada have been 
extrapolated to figures in excess of current proven 
reserves, However, we contend that to relate demand 
to supply the comparison must be brought into balance 
by relating current demand to proven reserves and 
potential demand to potential reserves, 

Canada's reserves of proven gas have been 
increasing at the rate of about e trillion cubic feet 
a year, Past Conadian experience has led the Alberta 
Conservation Board to suggest that "the Province of 
Alberta can safely anticipate a growth rate of 
6 billion cubie feet per wildcat well for the next 
Several years". This experience has resulted largely 
without a direct incentive to explore slor and develop 
gas reserves. 

ie creation of positive incentive, by 
providing for the near term sale of gas to volume 
markets... wilt encourage producers to exert their 
efforts in aggressive exploration, which should 
result in the conversion of a substantial part of 
this vast potential to proven resources. Such action 
would assure the Canadian consumer cf additional 
proven reserves to meet future requirements, 

It is indicated that new markets for 
Canadian gas are now available in the United States 
on a considerably more attractive basis than anything 


neretofore open to producers. If such markets are 
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denied and present outlets only are to be available, 
competition for the purchase of gas is largely 

elimi nated. fathe sale.of proven reserves is 
materially deferred the asset would have little 

or no present worth; incentives to find additional 
supplies will disappear, and development will be 
Curva led. 


Comments On Terms Of Reference, Clauses (a), 


Clause (a) . . "the policies which will best 
serve the national interest in relation to the export 
of energy and sources of energy from Canada: ” 

On the basis of the comments submitted 
under the heading "The Canadian Petroleum IW We bo Ut yaa) one 
Maegdsbelieves that.a< policy of permitting the export 
of surplus oil and gas reserves is in the national 
interest, 

We believe that export policies should be 
reviewed periodically and revised in the deh 
conditions as they exist from time to times =to 
assure continued protection of Canadian requirements, 

Clauses (Dj cveys “ithe problems involved in, 
and the policies which ought to be appakedatey, the 
regulation of the transmission of oi] and natural gas 
between provinces or from Canada to another country, 
including, but without limiting the generality of 
the foregoing, the regulation of prices or rates to 


be charged or paid, the financial structure and 
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control of pipeline corporations in relation to the 
setting of proper prices or charges, and all such 
other matters as it is necessary to enquire into and 
report upon, in order to ensure the efficient and 
economical operation of pipelines in the national 
interest;" 

As previously mentioned, Triad is an 
exploration and production company operating in 


Western Canada, and therefore does not feel 


qualified to express opinions of more than a 
general nature with reference to the subjects 
included in, Clauses (b) and (c). 

With reference to Clause (b), we believe 
that national pipeline corporations, including inter- 
provincial oil and gas transmission systems, render 
a valuable service to both the country and the 
industry. In the early stages these corporations 
are frequentiy faced with varying problems in the 
financing, construction and operation of the projects. 
Reserves and market or deficiency guarantees are 


4 


generally required. we therefore believe that they 
should be given an opportunity to become firmly 
established with a minimum of regulation to ensure 
efficient use of national resources for the common 
good. If safeguards other than those already 
provided are found necessary in the national 


interest from time to time, it is suggested that 


they be accomplished through existing Federal and 
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Provincial bodies. There should be'a minimum of 
duplication and maximum co-operation between 
Pederal-and frovinelial authorities. 

Clouse (ee. . “the extent of authority 
that might best be conferred on a National Energy 
Board to administer, subject to the control.and 
authority of Parliament, such aspects of enerey 
policy coming within the jurisdiction of Parliament 
as it may be desirable to entrust to such a Board, 
together with the character of administration and 
procedure that might best be established for such 
a Board?" 

Pa TOuUrsepinigaeit is doubtful if the 
formation of a National Energy Board is necessary 
to protect Canada's energy resources in the national 
interest. We believe that adequate protection can 
be achieved throu;h existing Federal and Provincial 


a 


bodies without adding f 


© 


UPtReP, “and to some extent 
duplicating, authorities. 

rRespectiuliy submitted, Trigd Oi] “Co. “itd, 

THE CHAIRMAN: Thank you very much, Mr. 
Spratt. Mr. Patterson? 

MR, PATTERSON: Thank you, Mr, Chairman. 

lin, Tanner Wan Tveerrect’ tn “assuning that 
Triad's operations are limited to the Province of 
Alberta, or does it hold reserves or leases in other 
parts of Canada? 

MR, TANNER: It holds reserves and leases 


iy) Other pants of Canada. 
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MR, PATTERSON: And would you give us 
the extent of reserves and leases held by the 
company, total figure? 

MR. TANNER: The total figure, yes. 
The total gross acreage held by the company is 
5,604,212 acres. 

MR. PATTERSON: And could you give us 
the company's total allowable production of oil? 

MX, oPRATES ineidenvaliy, Lothinkyas 
would be helpful if we gave Triad's net acreage 
position. That was our gross figure. Our net 
figure 4s 3,399,462 acres. 

Your next question, Mr. Patterson; was 
Triad's present allowable. 

MR. PATTERSON: Present allowable 
prodvetion: 

MR. sPRAT?: Our allowable for this 


month, -gross allowable, is 2,593 barrels; our net 


would be ==) 1 ¢an'G pive you that exactly, but it 
would be, less royalty, between 2,200 and -- about 


2,250 barrels per day. 

MR. PATTERSON: And of that allowable 
what proportion is the company now actually 
Sseliine> producing? 

MAS SPRAT?: Well, we are selling and 
producing approximately our allowable. i ean 
give you the figures by average daily, by months, 


if you like, for the last two or three months. 
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Would that help you? 

MR. PATTERSON: Yes. 

MR. SPRATT: January, 1958, 2,467 barrels; 
February, 2,595; March, 2,025; April, estimated 
between 2,000 and 2,200; and May, estimated be- 
tween 2,200 and 2,256. 

Mi, PATTERSON: And for that period, or 
any aggregate, what is your MPR for those? 

MA, oPRATL: ine gross MPR of our wells 
would be approximately 6,200 barrels, giving us a 
net of something in the order of 3,400 to 5,500 
barrels’. 

MR. PATTERSON: Cary you ‘cell me or any 
efforts that Triad has made in regard to selling 
the oil represented by the difference between the 
allowable and the MPR? 

MA, OPRATTS No, sir, we have made no 
Specii re Errory to co tnat. 

MR. PATTERSON: Would you give us the 
names and residences of the directors of the com- 
pany and also the officers? 

MR. TANNER: Vem. Referring first 
to the directors, we have ten directors: five 
Canadians resident in Canada and five British, 
three of whom are resident in London and two 
resident in Canada. 

With respect to the officers, the officers 


of Une company dre four, ali resident in Calgary, 
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one British and three Canadians. 

MR. PATTERSON: And the names of the ten 
directors and the names of the officers?? 

MA, TANNER: The names of the directors 
ere; Hon. Me By bridgemnan) GsB: esd residentvim 
Eondon; ~P4i. Cos. M:- Bates, wresident. im London; 

BL aa On res identi n iCal sary Ji, My Pattinson, 
Resident diy Londons Caw.) Tanner, resident fin 
Calgary; H. E. Cochran, resident in Toronto; 

Al 1. DOWnLaeeésiden® in) Torontds Ri. Johnson, 
resident, im Montreal, J. G. Spratt, resident in 
Calgary; H. H. Tanner, resident in Calgary. 

ine Ort Gers y=. Team sorry wl madewa: 
mistake. ipetewane Mm uve rr iceret| ELH, ‘Tanner, 
Je (Gs Spracus, Gate tlanner, (De Getom andi; &. 
Finnell» ati resident jin Calgary. 

MR. PATTERSON: I believe your associa- 
tion has been in part for some time with British 
Petroleum (.e<that correct? 

MR, DONS yes 

MR. PATTERSON: And in that association 
with them have you had experience in countries such 
as Venezuela or Middle Eastern countries? 

Di LON: I have had experience as a 
geologist and as an oil fuel manager in the Middle 
Hast, I have had no interest in Venezuela, nor 
has the British Petroleum Company. 


MR. PATTERSON: Sir, a figure which has 
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besn Biven towud “as te the finding cost in ‘the 
Middle East has been half a cent a barrel. P 
wonder if, from your experience in that area, you 
can assist us in testing that figure. 

MES -LONS I regret that in my experience 
im the Widdie East I have no way to test that 
figure except to make the general remark that to 
me it would seem a very low one, and also to make 
the point that in assessing the finding cost of 
ony, siirundenie oped Countries it is very Girricult 
to get a fieurewbecasuse: of so many intangibles 
that are tied up with the general cost of opera- 
tions and may or may not be applicable in normal 
accounting procedures to the lifting cost. 

MR. PATTERSON: Can you tell me, is 
Triad in 1960 undertaking an active exploration 
programme? 

MR. TANNER: Mey IT ask Me. Spratt to 
answer that question? 


MR. PATTERSON: Yeo. 


MR. SPRATT: Yes, we are, Mr. Patterson, 
MR PADTERSON: Now, it may be that you 


will feel that perhaps an answer to this question 
might properly be made by British Petroleum, but 
if you can give us assistance at this time we would 
appreciate it. 

As you probably know, as you have been 


present and heard, we have been dealing, with the 
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problem of the Montreal market and the decisions 
of refiners to expand in the Toronto area. Can 
you assist us at all with respect to the reasoning 


4 


the British Petroleum 


) 


oe Srouy ay GeclaUrmer as i 
understand it, to locate and expand operations 
in Montreal? 

MR, TANNER: tC thine tay thac. Me. 
Pavuerson, is Vretvner diificuit forius ‘to reply 
to, to answer with any degree of accuracy. 
British Petroleum do not discuss any details 
of their programme with us. Trere “is norsecret 
in erecting a refinery down there, but they did 
not go into details with us. 

THER CHAIRMAN: Mr. Tanner, I assume 
from your answer to that last question that 
there 26 no contract between Triad and B.P. in 
regard to the product of that refinery? 

. TANNER: Te Ge Ls Lei. 
THE CHAIRMAN: And B.P,. would contem- 


plate vetting” their crude from production in the 


MR. TANNER: I would be inclined to 
think that it would be obtaining that crude 
from sources similar to what other refiners in 
that area are using. Lem iserry, L can't say 
that they are contemplating using Middle East 


oil entirely 


THE CHAIRMAN: Have you ever heard any 
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suggestion of any arrangement with any company 


that is operating in Venezuela? 


MR. TANNER: No,wk haven't. 
THE CHAIRMAN: And you really are unable 


to say that they will not be bringing in Middle 
Bast to Montreal and that that is the foundation 
of their investment in refining? 

Mi, TANNER: feu as LPigits iam 
sorry, aid I understand you correctly? Would 
you minds repeating that? 

THE CHATRMAN: Perhaps the reporter 
would read the question. 

THE REPORTER: “And you really are 

“unable to say that they will not be bring- 
‘Ing Gn Middle. East to» Montreal and that 


that is the foundation of their investment 


MR. TANNER: ao. 25. FLent. 

THE CHAIRMAN: Have you made any cal- 
culation as to what your position would be from 
the point of view of marketing that oil in which, 
fromyour\iieures given by Mr. Sprattla few 
minutes ago, obviously you are about 50 per cent 
ef your) MPR? 

MR. SPRATT: Between 40 per cent and 
50 perncent. 

THE CHAIRMAN: Have you made any cal- 


culation as to how that situation would change in 
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the event that Canadian crude went to the Montreal 
market? 

MR. TANNER: No, we have not. 

MR oP RATT: No. «awe have not. Nir, 
Borden. It was assumed generally, assuming 
our production position was the same relative to 
The slOue.t) production OF the Provinces of Alberta 
and Saskatchewan at the time the Montreal market 
might be available, that our ratio would increase 
roughly proportionately, but we have made no 
active calculation as to what it would do to our 
PrOoduUctTon. 

THE CHAIRMAN: If you were not 50 per 


cent Owned by B.P., would you be in Favour of 


going to the Montreal market? 


THE CHAIRMAN: Well, perhaps it is an 
unfair question. 

Mi. SPRATT: No, I will answer it. 
Whether or not we were 50 per cent owned by D.P., 
we would like tc sell our oil to the best advantage 
we can, no matter where it goes, and the Montreal 

arket is one which has been looked into by many 

people for a number of years, and if it were 
averactave- trom Triad ‘s point, of view.to. sell 
into the Montreal market, I think we would do it. 

On the basis of the evidence we have 


heard so far, it does appear to us that the 
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Montreal market would require some type of umbrella. 
Its mechanics appear to be doubttul, at least, and 
apart from the economics it would appear to need 
deficiency guarantees and Bovernment propection of 
some kind, We would therefore feel we would like 
to see the possibility of closer and what appear 
to us to be more economic markets explored before 
we would, for example, want to contract our oil 
to a long-term market where the economics might 
De. ate omar 2 

THE CHAIRMAN. But obviously it would 
not be in B.P's own commercial inGerest, if they 
were building a refinery in Montreal, to bring in 
Middle East or foreign crude. Would it not be in 
their own commercial interest to have production 
come from your company to Montreal? 

MR, SPRATT: I would think, Mr. Borden, 


that that 28a question L would like B.P. to answer 


MR. TANNER: May I say a word, Mr.Borden? 

THE CHAIRMAN: Certainly. 

MR, TANNER: I would like to say that 
British Petroleum Company, when we were asked to 
UL An Our Draer. told we to put our own views 
on the Montreal or any other market and Bive our 
own conclusions and expressions of Cpinaon y 

THE CHAIRMAN: iheank you, Mr, Tanner, 
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question following on the line the Chairman has 
been pUrsuine. 
On page 3 of your brief, the third para- 
graph, you say: 
"We suggest that the substantial 
“sums of capital employed were invested 
sey a anticipation of the industry's being 
"permitted to market its production in any 
"areas within economic reach, subject. of 
“course to the national interest," 


Are you referring there or Chinkineg of of) as 


MR, TANNER: Ves 
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MR. COMMISSIONER BRITNELL: Well, I wondered 
whether you could expand that a little further, be- 
cause I do not think we have come up against any 
Suggestions anywhere that there might be any con- 
sideration restraining the marketing of oil within 
areasAol economic each in the. national: interest? 

MVS or rar: ©. ramunet quire surecl 
follow your question clearly, Mr. Britnell, but 
our feeling is that we would think that oil or gas 
reserves, which have to be found by exploration or 
purchase, would be given relative freedom in seek-~ 
ing economic markets as long as it was in the national 
INVErest?, ad) I think. to)date, that- there has not 
been restriction so far as the seeking of the oil 
markets is concerned by any government regulation. 
The matter of gas, as you know, is one which has 
been receiving a lot of study during the last three 
or four years, 

MR. COMMISSIONER BRITNELL: I can quite 
see the point witherespect sto. cas;, but» I stil 
don't see any suggestion anywhere of restricting 
oil markets. 

MR. SPRATT: No, there are none. 

MR, COMMISSIONER BRITNELL: Quite the 
reverse. 

MR, SPRATT)  Thate-ie. true.sisir, 

MR, COMMISSIONER HOWLAND: I would like 


to ask Mr. Tanner the basis of your last paragraph, 
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and I was rather intrigued with the thought that 
seems to underly your comments on a National 
Energy Board. You relate it to protecting Canada's 
Cnerey esourcess -and (his li “the Pirst time iT have 
seen anybody looking at it purely from that point 
of view. What is the background of your thinking 
Tiere iow reaver to your “in ourtoninion 
2G Ls"coubptiua “it che’ formation of a4 National 
Knergy Board is necessary to protect Canada's 
energy resources in the national-“incerst.” Ts 
this the sole basis on which you discuss this 
before the Commission -- this Energy Board? 

MRS VTANNERs= “Yes, PF think’ so% 

MR. COMMISSIONER HOWLAND: It would make 
a difference, in other words, if you changed the 
words ‘adequate protection" to "adequate develop- 
ment"? 

MR, TANNER: I think we had in mind more 
"protection". 

MR. COMMISSIONER HARDY: Mr. Chairman, 
Just to foliow along on Mr. Britnell's question: 
Yourdon’t* consider, Mr. “Spratt, “1 take 2s in 
your comments that prorationing in Alberta is an 
undue restriction? 

MRAZ, OPRAT Tt. Ney 41 edoneu, Dri -tardy. 
Personally> I reel that’ prorationing is a-proper 
type of regulation as far as the production of oil 


is concerned, EG Works “within the Limits of sound 


i 
eri ~ 7 
‘ 74d othe 
wn 
s Lt Peer oo 6 ee é on 7 
p Reta as Cee oreo AW latiarr ita 
i oy m he, ; ies , ‘ 44 
4 - ~ : y t mt 
an aa , 
" i 
4 + at a . 
’ Sy 3 ‘ a * 
i 
. Lp rye @ 
: oie) 7 
Bs 
| me : Hi 
cy 5% i 
7 ny 
| * te 
H 4 ‘ 
| . 
ee Atal ‘ 
\ ” * 
y+} Ma : a a 
: i e Pr Oe Vera Sane & 
= whos 
a ¥ ; a 
, 
: 
2 % | oe aE 
{ 4 F, 
C ¥ 
: 4 es ras 4 
Sao te . che ah 
. ~ ape 
° ‘ 4 . 
. z ns Tek bar j ag 
ms a e “om oe 
ces Z “4 . (ee 7 Hi 4 i nf 
Ss, ee i Pd Hiiees peas 4 re : 
. 
i Pek iris 
ee . < i } j 4 y 
| 
! ae 
} PERL : VASA GTI tae 
‘ f { ee, t ks te “i 
rac} 
i 
& : 24 . f , 
: eel oe ME® Be fone if’ 3 f 
: 5 Oi eK a ae Pa or Bs & 
A wis 
_ rig ’ “ 4 We ’ * J 
- h : 4 S44 93 Ne | i Ww 
i 
oe ; ee ' ry oh bia 
: = se) 5 evs) Ki * ti 
am — ; oe 
ri u af r ' Avr { 
ns . rf 4 t J } 


SOG Sey , Oivnres 


Birt = e va “y oo tz omg eo j Fee ; 
7 Me ty ey ai atin te Sha ' gelbnes 


ah BA2nOte ee rey fute yar? selslaoeeret 


on fotehivehe to Rul 


: d _— ol ’ : a i _ al 
Lakh ef® Seis Sa RoW) 2S aie ese 
| ~~ 


5228 


ANGUS, STONEHOUSE & CO. LTD. 
TORONTO, ONTARIO 


conservation, which is to prevent waste, and when 
there is a surplus of supply over demand I think 

it does three things: it prevents cutthroat com- 
petition, which can be particularly hard on small 
producers. I think that is one of the reasons 
prorationing was put into effect in Texas about 

25 years ago when production got way ahead of demand 
and cutthroat competition began. I think oil sold 
as, iow as 10 or 15¢ a barrel, and a Jot of small 
operators went broke. I think another advantage 

of prorationing is that it ensures all producers 

of an equitable share of the market. Another 
advantage is that if you did not have prorationing, 
particularly in times when supply exceeded demand, 
certain producers who had market outlets for their 
oil would be inclined to take their own oil first -- 
or, could be inclined to do that -- which could 
result in a drainage of their neighbour's property 
WO 28 Hot in a position co sell Ais oil. 

MR. FRAWLEY: Mr. Spratt, for many years 
you have been a very prominent figure in the 
Alberta oil industry -- that is a reasonable state- 
ment, isn't it? How many years, Mr. Spratt? 

MR. SPRATT: Ihave been in the Alberta 
oil industry for some, 31 years; I don't know for 
how many I would have been a prominent figure. 

MR, FRAWLEY: You have seen the regulation 


Side of the industry, the refining side, the 
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transportation side and the production side of the 
industry? 

Mi rol oA ss) O Within hiimatrs,ihat cis 
correct. 

MR, FRAWLEY: I was interested in your 
first appearance, having gone from the minor leagues 
into the major leagues -- at least, your are half 
anmajor ss Vvous said (ou iwnoughp alle the alternatives 
Should be explored and examined before you would 
favour the sending of Alberta oil to the Montreal 
market? 

MR. OPRATI:: | That is .correct, 

MR. FRAWLEY: And I bn ORE when you use 
the phrase “exploring all the alternatives" you mean 
a reasonable exploration? 

MASE RATT: Yes. 

MR, FRAWLEY: And there may be a time 
reached when the waiting and watching period, you 
would say, could reasonably be abandoned? 

MR. SPRATT: I would agree with that. 

MR. FRAWLEY: And you will agree that we 
have not been having too great a success in export- 
Ingr,our O22) lomthel Und tedystates? 

MR. SPRATT: I would think we have been 
reasonably successful until this last year when 
there has been a problem of supply and demand, I 
gather, from what one has been listening to for 


the last few days. 
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MR. FRAWLEY: Would you go so far as 
to say and agree with me that the prospect does 
not. look too encouraging for the export. of our 
oil into the United States? 

MEY, SPRATT: Like: all local producers, 

I have been somewhat concerned about that, but 

I must admit I am encouraged by the testimony 
brought before the Commission by some of the 
major producers and refiners during the last few 
days. 

MR. FRAWLEY: You are referring, perhaps, 
to the possible expansion of the Ontario market? 

MR, SPRATT: The possible expansion of 
Canadian markets, and the possibilities of improv- 
ing our export to, say, the Puget Sound and 
Minneapolis areas. 

MR, FRAWLEY: Leaving side Puget Sound 
and Minneapolis, you do appreciate that the expan- 
sion of the Ontario market will be conditioned. upon 
the strength of the competition from the Montreal 
market? 

MR SHSPRATT +. eiesiy Sims 

MR, FRAWLEY: And the Montreal market 
at the moment is on foreign crude? 

MRS. SBRAET: That bs.rigne. 

Mle FRAWLEY: So bt will. be..a question 
of cheap Montreal crude -- and I say ‘cheap" rela- 


tive to Ontario -- cheap Montreal crude coming into 
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conflict in the Ontario market with more expensive 
laid down Alberta crude in the Toronto refineries? 
That would be the economics of it, however it will 
work out? 

MR. SPRATT: That could be the economics, 
It could also be the economics along the west coast; 
we don't know. I gather from the majority of the 
people we have listened to that they feel that 
this situation is more or less temporary and that 
the competition position of Canadian crude as far 
east as Toronto and as far west as Vancouver, and 
to the adjoining northern states, should improve 
as time goes on, 

MR, FRAWLEY: Yes, but that has just been 
a speculation as to how soon there would be an up- 
turn in the present recession, and matters of that 
kind. 

MAS priate: § (hay Ls correct, 

MR. FRAWLEY: As far as the expansion 
of the Ontario market is concerned, that will be 
something that will be definitely limited by the 
strength of the competition coming up from the 
products made from the cheaper oil crudes laid 
down in Montreal? 

MS oeRATT:, That could be. Ido not 
consider myself sufficiently an authority on the 
economics of one crude against another to answer 


that specifically. 
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MR, FRAWLEY: Mr. Spratt, you do know 
something about the operations of the Independent 
Petroleum Association of America -- you have heard 
about them? 

MAPYOSPRATT: 3) Wes, shave. 

MR, FRAWLEY: And they are the people, 
apparently, who are making the outcry for the re- 
strictions of imports from whatever country. 

MR. SPRATT: et belteve; that is: correct. 

MR. FRAWLEY: And Canada now has no 
preference and no preferred position among all of 
the nations of the world, including the Far East 
and Middle East, insofar as getting oil into the 
United States 1s concerned? 

MR. SPRATT: I believe that is correct 
at the present time as far as regulation is con- 
Cerne: 

MR. FRAWLEY: Yes. 

MR, SPRATT: They could, I believe, nave 
a somewhat preferred position as far as the indus- 
try is concerned. 

MR. FRAWLEY: Yes, but the administration 
at the moment does not favour any increase in the 
importation of foreign crude into the United States? 

MR owornn ls Yes: 

MR, FRAWLEY: I mean the Washington admin- 
istration? 


MR. SPRATT: That appears to be correct. 
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MR, FRAWLEY: And Canada is included in 
that policy? 

MR. SPRATT: They are not excluded. 

MR. FRAWLEY: And because they are not 
excluded, then they are included. 

Well, thank you very much. 

THE CHAIRMAN: Thank you very much, Mr. 
Tanner, for what your company has given to the 


Commission, We are very grateful to you for the 
time which you and your colleagues have spent in 
doing this. Despite a little teasing, you apprec- 
bare Our position. I wish to thank you all very 
much. 


MR. TANNER: ‘Thank you, Mr. Chairman. 


---A short recess, 


ot ghia 


OSG JOE gene yee 2 


a a j - [a STOR 


_  bolulexs..2 on.one weet 3) 
100 Age Ket weNeaed kre ARR, 20h 2 


sabe tog tape sgbelt ete vonntaa | 


aut ee re Ree ee 

(C2) AO Rae RTARD AT will 
mit cok any (Ol Eee gee Ste ae “ie kee taney 
J;sgh ved seal eer ieee ienae ame? 
Ss 2908 olay gabe. 
SAT OS ete 1. ae liipeg ue: ane 
et 


yt ge st ame hae oA aM 


getneet tok Aes 


eae {eee a ee ee 


i 


ANGUS, STONEHOUSE & CO, LTD. 5234 
TORONTO, ONTARIO ns 


THE CHAIRMAN: The Commission will now 
resume its hearings, Mr. Patterson. 

MR, PATTERSON: Thank you, Mr, Chairman. 
The Commission will now hear the submission of the 
British American O11 Company which I would ask to 
be marked as Exhibit CC-8-2 and before turning 
to the reading of the submission I would ask Mr. 
Loughney to introduce the gentlemen who are with hin. 


---Exhibit CC-8-2: Submission of British American 
Oil Company. 
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Submission of 


Nie. Dee sLouphney 


Campbell 


Torkelsen 


Gallagher 


Yarnell 


Sparrow 


O'Neil 1 


Kemp 


Strand 


Anderson 


LOUGHNEY: 
Senior Vice President. 


D,L. Campbell, Senior Vice President, 


A.H. Kemp, Mr, 


THE BRITISH AMERICAN OIL COMPANY LIMITED 


Senior Vice President 

Senior Vice President 

Vice President 

General Manager 

Production and Pipe Line 
Department 


Treasurer 


General Manager, 
Crude and Products Supply 


Manager, 
Economics Co-Ordination 
Department 


Manager, 
Crude and Products Supply, 
Western Division 


Advisor, Pipe Line and 
Construction 


Petroleum Engineering 
Supervisor 


Production Engineering 
Advisor 


My name is Mr, E,.D, Loughney, 


On my immediate Cie Te Vee. 


Meo H.S. Sparrow 


and Mr. D.S. Lyall on my left. At the back table on 
my immediate right is Mr, O.1. Torkelsen, Mr. E.J. 


Gallagher, Mr, J.A, strand, Mr. J.F. O'Neil, Mr, S.J, 


Jes Yarnell and 
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THE CHATRMAN: Thank you, Mr. Loughney. 

MR, LOUGHNEY: Mr. Chairman, members of 
the Commission: we appreciate this opportunity of 
appearing once again before the Royal Commission on 
Energy to present some further thoughts on the 
important matters being so carefully considered 
by the Commission. 

British American's submission today 
deals only with potential markets for Canadian 
Cruces, O12, DOU COMES lic and. export... Insparticu-= 
lar, it deals with the economics of the entry of 
Canadian crude oil into the Montreal refining 
area as compared with economically more attractive 
export markets in the United States, 

We are also working on other matters in 
the Commission's terms of reference, such as the 
proposed National Energy Board, and we ask the 
Commission's indulgence to make a separate sub- 
mission on these matters at its hearings to be 
neld. lace 2% TOrOonta, 

In our submission today, we shall analyze 
the factors that are influencing current levels of 
crude Gil sopoductiion in Western Canada, and shall 
forecast the levels of production that are likely 
to be attained in the future. 

Ma Will be appreciated that, in making 


such analyses and forecasts, British American has 
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current operations, and of its own plans for 
the future. 

With respect to the operations and 
future plans of other companies, we have had to 
rely on general sources of information and public 
announcements and, in some cases, to use our best 
Judgment as to what is likely to take place in 
the light of available information. 

In making future projections, especially 
for the longer term, we have had to make certain 
assumptions as to annual rates of discovery of new 
reserves, based on historical averages over a 
period of “years. In actual practice, considerable 
fluctuations from year to year will be experienced, 

Within these limitations, our studies 
represent our best judgment of what is likely to 
occur, 

I will be assisted today in the reading 
of the brief by Mr. Campbell, Senior Vice President. 
With your permission, Mr. Chairman, may I proceed 
to read the brief? 

THE CHATRMAN: Please proceed, Mr, Loughney 
and divide it up with Mr. Campbell or anybody else 
in such a manner as most convenient to you, 

MR, LOUGHNEY: Thank you. 

Summary: In the following submission we 


direct, first-hand knowledge only of its own 
present our estimates of the potential markets for 


~~ 7 
. : » “ tos a . 7 
| nwo att to Ofte egeeiwomt paseeoert a a 


i 
a 


, 7 Nes nf ele ta ef ih bas 28 bg te sve ore | q 


ae a ya tg me tx Spee 10983 Heat Fey ea, eMSly eer 
au ; ae : a ‘ ; 


‘ - hae t& a. F ee ese “~y Py 
Lae § KGS eaPsoan 3 weal Leer ia oy as 
Ba ce $ 
7 
é ‘ 
eit pare was s Aw 7 j Re. alse = Bsa NES pies 
=? ~ ~ e = : 


q 

xf apein eiint ot wiee + 4eciy of 0 IheenGyt, . 
a a2 © het pir Se, ee r 

ortebnota? eisatieeren so Set om “I 


wourtl® “o odes tetincda Go Se anotsqavernr 


safe “neyeeest 


4 
o 
‘Sie 
. 

é 


: “ re a! Te 2 2 s 
4qe9b yey oS P Pe 4 iia ime Shy"! Va * SE Sif “76 
ssoanua F van aerial? of eee shied “Mey Ava 
eisied orl? beet oF 


4 nals = iy sy o 
yatta . beoooud geet DMAMATRe? ae 
f ; 


i” 
apts Sbodgria so feed cil eile qe Fr suteeb ae,” 


; y in 
ox, ad Sreknevaes Feon of ene p: 


woe desat apcietoig! iad 
_ wy 


ow ROkRa tities SARL SS 


art tant: Pat fatin 


a 


ANGUS, STONEHOUSE & CO. LTD. 5238 
TORONTO, ONTARIO 


\ 


Canadian crude oil, both domestic and export, 
and our views on the question of how Canada's 
PESCEVes OL orude’ Oi should pe vtlivzed@in ‘the 
best interests of the petroleum industry in 
Canada, considering all segments of the industry, 
and of the Canadian economy as a whole. 

Om Vlews SOnevhnl e qusestiorm and “the 
conclusions arrived at in the studies we have made 
in connection with this submission may be summarized 
as follows: 

Ins 1o5o"total “erude- oll production 
in Western Canada for both export and domestic 
consumption may not exceed an average of 466,000 
barrels per day, which would be equivalent to only 
about 54 per cent of the present producing potential 
of the industry. 

In our opinion, however, this low level 
of production anticipated for 1958 is abnormally 
depressed by several short-term factors, the effect 
of which will largely have disappeared by 1959. 
Chief among these are a temporary levelling-off in 
demand for petroleum products in both Canada and 
the United States as a result of the current 
economic recession, and a reduction in inventories 
by refiners in both countries from the high levels 
to which inventories had accumulated in 1957. This 
reduction in inventories by Canadian refiners alone 


in 1958 we estimate at the equivalent of approxi- 
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mately 36,000 barrels per day of crude oil 
productlon vover the ,entire. year. 

We anticipate a marked improvement 
in the situation in 1959, with total production 
for domestic consumption increasing by approximately 
23 per cent, from 366,000 barrels per day in 1958 
to 449,000 barrels per day in 1959, with a further 
increase to 480,000 barrels per day in 1960. With 
this increase in domestic demand, total production 
in Western Canada for both export and domestic 
markets is expected to exceed 549,000 barrels 
per day in 1959, and 580,000 barrels per day in 
1960. 

®, For the longer term, we anticipate 
a major increase in demand for Canadian crude oil 
in the Toronto refining area in 1962, as a result 
of the development that is planned by industry 
in this area to be completed and in operation by 
the beginning of 1962. 

This development will, in effect, amount 
to a further penetration of Canadian crude oil 
into the Montreal refining area, by the displace- 
ment of products refined in Montreal from imported 
erude oils with products refined in the Toronto 
area from Canadian crude oils. 

3. Even without an additional market 
SutdleteforeCanadian crude oil in. the Montreal 


refining area, we expect that industry production 
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will exceed 68 per cent of producing potential 
by 1962. An exploration program of something 

im the order ofr 1,000 exploratory teat welle 

per year, or approximately the level of explora- 
tion activity reached in 1957, will be required 
to support this anticipated growth in demand. 

Any temporary decline in exploration 
activity which may be due to insufficient revenue 
from production to finance further exploration 
will be largely corrected by 1962, even without 
the Montreal market, which could not be served 
by a pipe line before 1961 at the earliest, 

4, Canadian crude oil is in an excellent 
competitive position in the major export markets 
of the Puget Sound refining area of the Pacific 
Northwest, and in the St. Paul-Minneapolis and 
Superior refining areas of the mid-western 
United States. 

It is at a very marked competitive 
disadvantage as against imported crude oils in 
the Montreal refining area. 

If it were necessary for Canadian crude 
oil, in order to gain entry to the Montreal market, 
to take a reduction in well-head price to equalize 
its laid-down cost at Montreal with that of imported 
crude oils, there would not, in our opinion, be an 
adequate incentive to the industry in the way of a 


reasonable return on investment, to find and develop 
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the new reserves that would be required to supply 
this additional market. 

5. In view of the increase in export 
demand that we feel is likely to take place 
within the period of our forecast, and because 
of the competitive disadvantage that Canadian 
erude oi1 would have in the Montreal refining area, 
the industry would, in our opinion, be ill-advised 
to commit a substantial volume of Canada's crude 
oil reserves to the Montreal market, and to 
undertake a capital expenditure of something in 
the order of $291 million for pipe line facilities 
vO cuaple 10 To reach tiie narket. 

This capital expenditure of about $291 
million includes about $206 million to provide 
pipe line Tacilities to supply the Montreal market 
over and above the capital outlay of $85 million 
necessary to expand the capacity of the present 
pipe line facilities to serve the Toronto-Sarnia 
refining area, 

This expenditure of $291 million for 
pipe line facilities would be a relatively small 
portion of the capital outlay that would be 
necessary to explore and develop the new reserves 
that would be required to support the pipe line 
extension to Montreal. 

6. To the extent that the competitive 


advantage of imported crude oils in the Montreal 
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refining area were reduced by import quotas or 
tariffs, the refining segment of the petroleum 
industry in this area, and the Canadian economy 
in general, would be saddled with a burden of 
additional cost in supplying the petroleum product 
requirements of the area served by refineries in 
Montreal. Moreover, import quotas on crude oil 

in the Montreal refining area would discriminate 
against refiners located in this area. 

{.- With the prospect of an expanding 
market for Canadian crude oil in the United States 
over the longer term, and viewing the problem from 
the standpoint of the Canadian refiner as well as 
that of the Canadian producer, the entry of 
Canadian crude oil into Montreal would not be in 
the best interests of the petroleum industry in 
Canada or of the Canadian economy in general. 

8. Accordingly, it is our recommendation 
for the utilization of Canada's reserves of crude 
oil in the manner that will best serve the interest 
of the Canadian economy as a whole, and of all 
segments of the petroleum industry in Canada: 

(a) That every effort should be made 
by refiners in areas served by existing pipe 
line facilities to utilize Canadian crude oil to the 
greatest extent that is economically feasible, and 
to enlarge the markets supplied from refinery areas 


served by existing pipe line facilities, 
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(b) That every effort should be made 
by the Canadian Government through representations 
at the highest level to the Government of the 
United States to secure a reciprocal arrangement 
that would permit the unrestricted flow of crude 
oil and natural gas between Canada and the United 
States, to the mutual advantage of both countries. 

Historical Growth and Present Status 
Ol ther industry, 

Growth of Reserves and Production: In 
this section we propose to review briefly the 
development which has taken place in the petroleum 
industry in Western Canada in recent years in the 
way of growth in reserves and production, and to 
analyze in some detail the factors that affected 


production in 1956 and 1957, 


3 


end wiskl sartilecy)pro- 
duction <in 1956. 

i, Chisebisternt calsreview we,have 
directeseour attention mainly to the period 1951 
to 1957 inclusive, ‘for which, reliable statistical 
data has been compiled by the Canadian Petroleum 
Association. Nearly 80 per cent of the total 
number of exploratory test wells drilled in Western 
Canada to the end of 1957 were drilled in this 
period, and approximately two-thirds of the virgin 
recoverable reserves found in Western Canada to the 


end of 1957, were discovered in this period, 
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A summary of available statistical data 
on reserves, production and exploratory wells 
dpiitead for the years 1951 to 1957 inclusive is 
Shown in Schedule I to this submission, 

By the end of 1957 the virgin recoverable 
reserve in estern Canada was 3.785 billion barrels. 
The cumulative production at this time was O15 mi Lion 
barrels, resulting in a remaining proven reserve 
on Dovember 31,°1957, of 2.07 Dillion barrels. 

The remaining proven reserve of 2,87 
billion barrels is based essentially on primary 
recovery. Additional reserves from fluid injection 
or secondary recovery projects were not included 
unless the additional increase in recovery had 
actually been demonstrated by the performance 
of the project. Inasmuch as the majority of the 
fluid injection projects already underway in Western 
Canada did not actually go into operation until 1957, 
most of the additional reserves attributable to 
these projects were included in the probable 
category. 

Besides additional reserves forthcoming 
from certain fluid injection projects, probable 
reserves also include those reserves which can be 
reasonably expected to result from the extension of 
the present proven limits of a field, and from 
increases in the primary recovery factor following 


additional reservoir performance, 
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Probable crude oil reserves as estimated 
by the Canadian Petroleum Association are 822 
miliion barrels. 

Total remaining proven and probable 
reserves for Western Canada are therefore estimated 
ateo.69. bilfition barrels. 

As demonstrated in B-A's previous sub- 
miSSion to the Royal Commission on Energy in 
February, 1953, it is estimated that the ultimate 
crude oil reserves in Western Canada to be dis- 
covered by primary methods will be about 43 billion 
barrels. Comparing this figure with the proven 
virgin recoverable reserves of 3.785 billion 
barrels, it is apparent) that only Sper cent. of 
the ultimate reserves of crude oil in Western 
Canada have been discovered to date. 

Almost 2.5 billion barrels of new crude 
Oil reserves have been added from 1951 through 
LOST These additions to reserves resulted 
fromithe larillingdof 6,122 exploratory tests, 
almost 80 per cent of the total of 7,825 explora- 
tory tests drilled in Western Canada to date, in- 
cluding those drilled prior to 1951. The average 
addition to crude oil reserves per exploratory 
test drilled during the period 1951-1957 
amounted to 404,000 barrels, for an average 
annual addition to reserves of 348 million 


barrels over the period. During 1957, 1,058 
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exploratory tests were drilled in Western Canada. 

Producing Potential: Peoduction, of 
Western Canada crude for the year 1946 averaged 
approximately 18,750 barrels per day; cumulative 
production to the end of that year was 84,616,000 
barrels. After the discovery of Leduc in nis yan 
production in Western Canada grew rapidly, reaching 
an average of just over 56,000 barrels per dayein 
1949. In that year the market demand for crude 
from Alberta was less than the capacity of the 
various fields to produce, and for several 
months a system of purchaser pro ration was used, 

Late in 1950 the Alberta Oil and Gas 
Conservation Board established a plan of pro- 
rating production to market demand, based on the 
assignment of maximum producing rates to the 
various fields consistent with applicable reser- 
voir factors and the ability of the fields to 
produce. This plan with certain modifications 
iS GULL) in use today. 

As the producing potential of Alberta 
grew, new markets were found for Western Canadian 
erude oii. In 1950 the Interprovincial Pipe 
Line was constructed from Edmonton to SUpErLOr, 
linking Alberta oil with refineries in Saskatche- 
wan, Manitoba, and at Superior, Wisconsin. Lake 
ships transported oil during periods of open navi- 


gation to the Sarnia and Toronto refining areas, 
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In 1953 the Trans Mountain Pipe Line 


was completed and commenced deliveries of Alberta 


erude to the Vancouver area. Two years later 
it was extended to the U.S. Pacific Northwest. 

The Interprovincial Pipe Line was’ extended from 
puperLor to oamnia in 1953, and"to Toronto in O57; 


iy 955 COLL production’ in “Saskatchewan 


and Manitoba began to increase sharply. OL ber rom 
this area is now supplied to local refineries and 
also transported through the Interprovincial and 
Minnesota pipelines to the St. Paul-Minneapolis, 
Superior and Ontario refining areas. Production 


from the two provinces increased from an average 


of 9,450 barrels per day in 1953 to 112,500 barrels 
per day a LOS 7. 


A summary of the growth in production 


and the ability of Western Canada to produce is 


Shown below: 
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recoiled wore 


Average 


Production Rate 


Barrels per day 


1946 18,750 
1947 18,950 
1948 312200 
1949 56,200 
1950 77,748 
ileal 129,639 
oe 165,754 
£353 220) G14 
1954 260,737 
1955 347 , 869 
1956 162,228 
1957 496,164 
1958 466,000 
(estimated) 


Average 


16,750 

18,950 
31,200 
100,000 
190,000 
210,000 
265,000 
325,000 
365, 000 
535 , 000 
750,000 
870,000 
370,000 


5243 


Production Rate 
as Percent of 


Producing Potential Producing 


Barrels per day Potential 


100 

100 

100 
eee 
41.0 
6G 
62.5 
68.0 
Thai 
65.0 
Bib 
Deel 
Sep 


It will be noted from the above table that 


there has been a rapid increase in average daily 


production in each year up to and including LOST 


Since 1954, however, there has been a Steady decline 


in the average daily production rate expressed as 


a percentage of producing potential, from 71.4 per 


cent in 1954 to 57.0 per cent in 1957. 


A further 


decline in this rate to 53.6 per cent is antici- 


pated in 1953, with an average daily production of 


an estimated 477,000 barrels per day. 


The following table summarizes the dis- 


position of crude oil production in Western Canada 


in the years 1956 and 1957 and the forecast dis- 


position for 1958, 
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eal 


Thousands of barrels per day 


Forecast 
Exports 1956 1957 1953 
BeeooO tn sooo 40,000 


Puget Sound 
Offshore (mainly 


California) OOO w HS4506 
Mid-West United 
States 46,200 57,000 60,000 
Total exports 5,000: 50.700 100,000 
Domestic 346,400 345,300 366,000 
Total production 462,200 496,000 466,000 


Export Markets: It will be noted from 


the above table that exports to the Puget Sound area 
inereased from 52,600 barrels per day in 1956 to 
74,200 barrels per day in 1957, and are expected 

to decline to 40,000 barrels per day in 1958. 
Similarly the offshore export market 
(mainly California) increased Slightly from 17,000 
barrels per day in 1956 to 19,500 barrels per day 


No offshore shipments are anticipated 


cla ine? Ley ar 


in 1958. 


inereased from 46,200 barrels per day in 1956 to 
57,000 barrels per day in 1957, and are expected 
to show a further increase to 60,000 barrels per 


day in 1956, reflecting a steady growth in demand 


for Canadiancrude oi1 in this area. 


To a considerable extent, the high level 


of export demand in the Puget Sound area and in 


the offshore market in 1956 and o>, Is) altri bucaple 
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to the shortage of ocean tankers that developed 
during the latter part of 1956 and the first part 
oF 1957 following the closing of the Suez Canal. 
This increase in export demand in these years was 
oue vo an emergency situation, and as a result, 
crude oil production was at a much higher level 
than could have been expected from normal growth 
in export markets. 

By contrast, exports to the Puget Sound 
ares) ti The Tirs>e few montis of 1956 have been at 
an abnormally low level and are expected to con- 
tinue at a low level throughout the remainder of 
the year. 

Me decline 2n this export. market ré- 
flects tne levelling-off in demand for petroleum 
products in the United States which occurred in 
195% ane is continuing into 1953. To a con- 


Siderable extent it i 


ie) 


probably to be attributed 
to the fact that refiners are reducing crude 
runs end drawing on inventories to supply their 
current product requirements, in an effort to bring 
the excessive inventories that accumulated in 1957 
into better balance with the current situation of 
over-supply of products in the area. 

Mie recent application) of restrictions 
Son AMmports Of Toreipen, ‘crude oid. inte, the U.S. 
Pacific Coast area has probably not as yet played 


apart in the decline of this export market, 
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Since the quotas that have been established for 
refiners in the Pacific Coast area exceed the 
volumes of foreign crude oil that they are im- 
porting at the present time. 

Domestic Markets: It will also be 
noted from the preceding table that DEOdUCTLON 
of Canadian crude oil for domestic consumption in 
1957 was at about the same level as in the previous 
year, reflecting a levelling-off in demand for 
petroleum products which also occurred in Canada 
Li 19057", 

For 1956, however, production of Canadian 
crude oil for domestic consumption is expected vo 
increase by an average of about 20,000 barrels 
the estimated 


per day over 1957. in our opinion, 


production for domestic consumption in 1956 is 
abnormally depressed to the extent of something 
in the order of 36,000 barrels per day below the 
crude oil requirement necessary to supply anti- 
cipated demand for petroleum products in 1958, 
inventories to a 


due to a reduction in refiners! 


corresponding crude oil equivalent. 


In 1959, we anticipate a marked improvement 


in production for domestic consumption with an increase 


of approximately 23 per cent, from 366,000 barrels 
per day in 1958 to 449,000 barrels per day in 1959. 
That the level to which crude oil pro- 


duction in Western Canada has dropped in recent 
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months is not indicative of the level of produc- 


tion that is to be expected for the entire year 


1953 is, we believe, demonstrated in the following 


table: 


Last 
Quarter 


Ne Sf 


Last 
Peer eo second Quarter of Estimated 
Quarter Quarter 1957 and Production 
1958 1958 First Hei? for Entire 


(Estimated) of 1958 Year 1958 


_ eS _ 


EXports 
Puget Sound 62,900 
Mid-West 


United 

States Dt, 300 
Lotal exports120, 200 
Domestic 315,800 
Total 


Production 436,000 


Lo Wide pe 


41,800 32,000 45,600 1.0, 000 
67,300 |). 60,000 eck wo) _60, 000 
109,200: 92000 107, 1.00 100,000 
360,800 338,000 333,200 366 , 000 
469,900 430,000 LUG, 300 466,000 


noted from the preceding table that 


production for the, last quarter of 1957 and for the first 


half of 1950 (including estimated production for the second 


quarter of 195d) at 445,300 barrels per day is some 21,000 


barrels per day below the estimated average daily pro- 


duction for the entire year 1958 of 466,000 barrels per 


day. 


In particular, production for the second 


quarter of 1953 is some 36,000 barrels per day below the 


anticipated average daily production for the entire year. 


To the extent of 8,000 barrels per day, this 


decline in the second quarter is attributable to a decline 


in production for export, but the major part of the decline, 
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amounting to 28,000 barrels per day, is, in produc- 
tion for domestic consumption. 

nas “decline in production for domestica con- 
sumption, Wee believe,is attributable to a con- 
siderable extent vo the fact that refiners wild 
be drawing on inventories to supply their product 
requirements, particularly on excessive inventory 
accumulation of middle distillates during a com- 
paratively mild winter. Refinery shut-downs for 
cleaning and reconditioning of units will also be 
a factor contributing to the low level of pro- 
duction anticipated in the second quarter of 1958. 

May Il ask Mr. Campbell to continue 
with the reading of the brief? 

MR. CAMPBELL: Potential Markets for 
Western Canadian Crude Oil, 

To find an answer to the question of 
how Canada's crude oil reserves should be utilized 
in the best interests of the Canadian economy as 
2 WOOle. Tents ynevegsary > (in.our opin ony..to 
examine the prospects for increased production over 
the donger term and from the standpoint of the 
Canadian refiner as well as the producer. 

This section is concerned with examining 
the prospects for increased production which will 
come about through: 

(a) Increased demand in markets which, in 


whole or in part, are being supplied 
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with Canadian crude oil at the present 
time, and 
(b) the entry of Canadian crude oil into 

new markets either directly or indirect- 

i i In the latter case, this would 

occur through the entry of products 

refined from Canadian crude oil into 
areas now being supplied with products 
relined from foreign crude ocile. 

Domestic Crude Oil Requirements: Growth 
in the crude oil requirements of Canadian refineries 
will be determined in the first instance by growth 
in demand for petroleum products. This may be 
limited to some extent by the ability of Canadian 
refineries to balance product yields obtainable 
from the types and gravities of crude oils available 
against product demands in the various major pro- 
duct categories -- gasolines, middle distillates, 
residual fuel and asphalt 

this problem will be further complicated 
by variations as between individual refiners in 
tie proportions Of their own sales of prodvuets in 
the various major product categories. Pow 
example, one refiner may have a higher proportion 
Of Basolane sales to sales of middlé diatillate 
than another refiner. Hach refiner, in order 
to balance his product yields as closely as pos- 


Sible against his own sales requirements, might 


xed SO 


“sd Vehlage 1 


45 35ub 


fsubiass 


état 


 * i 


. i eaA 
yank gee2 ket ae aad : 


ib ad 


ete? At ot 18 ninth: ; 


iy sihtinvaie Gea, ie aelaa' ant ce ims 


io 


| ‘ mt a. a j 
ee) Cs 4 | 2 749 sa ébiyhy gba wait ghiaoi De 
‘ 3 AD a | . : “it a rh 
. a7 = etecene ie yl? 1 nee deh Logs 


6 nt é 


Deo 


ANGUS, STONEHOUSE & CO. LTD. 
TORONTO, ONTARIO 


require a different selection of crude oils from 
the selection which would best meet the combined 
product requirements of both. 

Subject to the above limitations we 
believe that the growth in betinery crude ai rec 
quirements can be predicted with reasonable accuracy . 

In estimating the extent to which Canadian 
crude oil might be utilized to meet projected 
future refinery crude oil requirements, one must 
consider, in addition to the physical limitations 
referred to above, the comparative economics of 
alternative sources of supply, in order to weigh 
the advantages that might accrue from increased 
production of crude oil in Canada against the over- 
all cost to the Canadian economy of supplying its 
petroleum product requirements in this manner. 

Tne methods .used in arriving at our 
estimates of refinery erude o11 requirements 
in the various areas considered in this section 
are Ouclined in Appendix A of this submission. 

Two cases of domestic demand (described 
fully in Appendix B) are considered in this sub- 
mission. in the Tirse cage the Montreal re- 
fining area is excluded from. the votential 
domestic demand; in the second case, it is included. 

At this point, Mr. Chairman, we would 


like to read into the record Appendix B, and, to 


facilitate following our brief, we have some nae 
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sheets which you may use to keep at hand, which 
describe Case I and Case ITI, 

If you would turn to Appendix B: 

The Two cases of Domestic Demand for 
Canadian Crude Oil. 

Case I, In Case I the potential do- 
mestic demand for Canadian crude oil from 1958 to 
1967 inclusive is based on the following assump- 
bealis) ats 

(1) Refineries in British Columbia, Alberta, 
Saskatchewan and Manitoba will operate exclusively 
on Canadian crude oil throughout the entire forecast 
Period, 

(2) The portion of the Ontario market in the 
Cornwall and Ottawa Valley areas will continue to be 
Supplied with products refined in the Montreal area 
from imported crude oils, 

The close proximity of the Cornwall and 
Ottawa Valley areas to Montreal, coupled with the 
fact that the product pipe line facilities of Trans- 
Northern are already supplying these areas, make 
it appear logical that Montreal would continue as 
ehelr source of supply. 

It is conceivable, however, that the 
competitive position of Canadian crude oil in the 
Toronto area might be such that, with the reversal 
of Trans-Northern Pipe Line anticipated in 1962, 


it could be economical to supply this area with 
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products refined in the Toronto area from Canadian 
eruge Olt. 

(3) In 1962 and subsequent years the 
Ontario market, excluding the Cornwall and Ottawa 
Valley areas, will be supplied with products refined 
in the Sarnia and Toronto areas from Canadian crude 
oil, except for a limited volume of imported products 
required to balance refinery yields against market 
demands. 

(4) Prior to 1962 a portion of the product 
demand in Ontario west of Cornwall, to the extent 
of a crude oi1 equivalent of approximately 45,000 
barrels per day, will be supplied out of the Montreal 
refinery area via Trans-Northern Pipe Line. 

im 1950 and 2959, 4a limited volume of 
imported crude oil will be run at refineries in this 
area, and a limited volume of imported products 
required to balance refinery yields against market 
demands, will continue to enter the area in the years 
1958 to 1961 inclusive, 

Case II: In Case II we have added to the 
domestic market estimated in Case I the potential 
market for Canadian crude oil in the Montreal 
refining area. Case Il is based on the follow- 
ing assumptions: 

(1) That, ‘towthe extent that’ it “is possible 


to do so, Canadian crude oil will be 
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utilized to supply the forecast product 
demands of the province of Quebec and 
of the Cornwall and Ottawa Valley areas 
1 On Garo, 
(2) That any movement of product from the 
Montreal refining area into the 
Atlantic provinces will be offset by 
product movements into Quebee fron 
refineries now in operation or under 
CONS TrUCTION inthe Atiantic provinces, 
fevels of Export: Because of the un-= 
certainty of export markets in the United States at 
the present time, three levels of export demand 
are considered. 
Level A 
In Level A, applied to both Case I and 
Case II in Schedules III and IV of our oraet 
1s assumed that export demand will remain constant 
at 100,000 barrels per day throughout the period 
of the forecast, This is the estimated level 
export demand for 1958, of which 60,000 barrels 
per day is expected to move into the mid-western 
United States and 40,000 barrels per dey 2nto 
the Puget Sound area. 
In assuming that total export demand 
will remain constant at only 100,000 barrels per 
day over the next ten years, we believe that we 


are considering the minimum level to which export 
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demand is likely to drop over the period. 
Level B 

In Level B, as. applied to both Case I 
and Case II, it is assumed that export demand 
will increase from 100,000 barrels per day in 
1958 to 180,000 barrels per day 241967 - This 
assumption contemplates that demand in the mid- 
western United States will remain constant at 
60,000 barrels per day throughout the forecast 
period, but that demand in the Puget Sound area 
Will increase on a Straight line projection from 
410,000 barrels per day in 1956 to 120,000 barrels 
perm day iin, 1967, 

this latter figure of 120,000 barrels 
per day represents the total average daily capacity 
of vefineries in the Puget Sound area in Operation 
or Under cons truer on sat tthe present. time, 1%, 
does not consider the possibility that other 
new refineries may be built in the area which 
will provide an additional market for Canadian 
erude OL. 
be vie Lace 

in sLevei iC, ais tappiceed to Casest and 
Case II, it is assumed that export demand will in- 
crease from 100,000 barrels per Dayo ent 2055. 5 
430,000 barrels per day in 1967. This assumption 
contemplates that export demand in the mid-western 


United States will remain constant at 60,000 barrels 
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per day, but that demand in the West Coast area 
will increase on a straieht line PLOFSovlLon, Irom 
40,000 barrels per day in 1958 to 420,000 barrels 
per day in 1967. 

This latter figure of 420,000 barrels 
per day is the estimated demand for Canadian crude 
oil in the West Coast of the United States in 1966 
in a study published in May, 1957, by the Petroleum 
Department of the Chase Manhattan Bank, entitled 
“Future Growth of the West Coast Petroleum PAOUS Gey 

It represents a more optimistic view of 
potential export markets for Canadian crude oil 
and possibly the upper limit of potential export 
demand, as compared with the minimum level assumed 
in the A cases and an intermediate level assumed 
in the B cases. 

AG “ties. point Wowould \like “to rshidtt the 
reading back to Mr. Loughney and he will read 
Appendix A, 

MR. LOUGHNEY: Crude Oil Requirements. 

As previously noted, growth in the crude 
oil requirement of Canadian refineries will be 
determined in the first instance by growth in 
demand for petroleum products, but may be limited 
to some extent by the ability of Canadian refineries 
to balance product yields obtainable from the types 
and, gravities of crude oils available, against 


product demands in the various major product 
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categories -- gasolines, middle distillates, 
residual Tuell end -aspnalt . 

Fucure Demand for Petroleum Products: 
In general our procedure in estimating future 
demand for petroleum products was, to estimate the 
demand in 1967, the last year of the forecast 
period, and from the total increase in demand over 
the entire period, co’ Calculace che “average annual 
Pace Of increase in demand. This was then applied 
to our estimate of demand for 1957 as the base 
year, to arrive at tne estimated volumes for 
individual years of the forecast period. 

The volumes estimated for individual 
years of the forecast period, therefore, represent 
a general trend of growth in demand over the 
entire period. They do not take into account 
annual fluctuations in demand above or below the 
gevierat Urend: 

It follows, therefore, that the actual 
volume of demand in individual years of the fore- 
Cast DErLod Could, and Undoubtedly will, vary trom 
the volumes estimated for each year on the basis 
of the predicted general trend, but the general 
Creno Lor tile entre Pertod would ve: stile realized. 

In estimating demands in 1967, we first 
made projections of population growth and Gross 
National Product. From these projections were 


derived such secondary demand factors as personal 
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disposable income, useful in estimating motor 
vehicle registrations on whith our’ estimates of 
gasoline demand were based; and household for- 
mations, useful in estimating consumption of fuel 
oLts for heaving, which account for rougily 60 
pericentrot total consumption of products in the 
middle distillate category. 

In general, we believe that our estimates 
or motor gasoline consumption are well supported 
by statistical data and will prove *o be fairly 
accurate over the lone term. Our estimates of 
middle distillate consumption are subject to a 
greater possible margin of error for two reasons: 

a ite ite Lee anount Of istatisties! data 
available on the end-use of products 

in the middle distillate category. 

au ie -ditticulty ior taccuvately asséssine, 
au ines: Line, Vole Ginpact of natural 

gas on the heating fuel market in 


gas from 


those areas into which natural 
Western Canada has recently made, or 
WLI din “nes near future be makine ats 
PUCSS “entry: 

If anything, we believe that our estimates 
of demand for middle distillates may be somewhat 
on the high side. As will be explained later, 
however, this would not materially affect our 


estimates of crude oil requirements of Canadian 
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4 


refineries since it has been assumed that, in 
eenerda, Tie Terineries wlll be operated Ta 
meet gasoline demands with maximum yield of 
middle distil lates. 

Because of the comparatively low ratio 
of gasoline demand to demand for middle distillates 
in British Columbia, and 2m Hastern Canada, Lt 1s 
not possible for refineries in these areas to 
balance the product yields obtainable from avail- 
able Canadian crude oils against product demands, 
and to produce the volumes of middle distillates 
required without producing surplus volumes of 
Basoline in excess Of indicated demands: 

Accordingly, in operating to meet gaso- 
tine demands, the yield of middle distillates 
obtainable irom available crude ols falls short of 
indicated demands and it is necessary for the in- 
dustry as a whole to import middle distillates to 
make up these deticiencies . 

To the extent that our estimates of 
middle distillate demand may be high, required 
imports of middie distillates would tend to be re- 
duced, but refinery crude oil requirements would not 
be materially affected. 

THE CHAIRMAN: I think possibly, Mr. 
Loughney, this would be a good place to break for 
Lunch... 


We will adjourn now, gentlemen, and 
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Ae el nee Bas a SR RA c tet , Wall 
reassemble nere, in this room, at two o'clock 


this afternoon. 


~--Whereupon the hearing adjourned, at 12,30 pim., 
LO CI 2 OG. osm. 
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5 
8/5 ~--On resuming at 2 p.m. 


THE CHAIRMAN: Gentlemen, the Commission 
will now resume its hearing. Mr. Loughney? 

MR, LOUGHNEY: Thank you, Mr. Chairman. 
I will resume reading the brief, starting on page 30. 

Rebinery Crude. O11 Requirements: In 
estimating the crude oil required to supply the 
Ontario and Quebec markets, an analysis of the 


gravity of available crude oils was made to calcu- 


late the percentage yields of products in the var- 
Lous: product caterories that could be obtained 
from these crude oils. From these percentage 
yields, sche volume of products in each of the 
major product categories that could be manufactured 
from available crude olls was calculated. This 
calculation having been made, the volume of impor- 
ted products required to balance refinery yields 
against market demands was determined. 

Schedule, li 23 2. summary .of the crude 
oil requirements to meet the forecast domestic 
demand for petroleum products in each of the geo- 
graphical areas shown based on the calculated yield 
structures. Gasoline demands have been met in all 
areas. Demands for other products have been met 
COMUNE Sor LeOL, thavsit ts possiole co do. so from 
available Canadian crude oils under the calculated 


yield structures. 
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Nea] 
Ae) 
Or 
OV 


The crude oil requirement and hence the 
potential market for Canadian crude oil shown in 
schedule II represents the crude oil equivalent of 
the estimated product demand in each area. 

im tne case of Brivish Columbia, Ontario 
and Quebec, refinery supply areas approximate very 
closely the product demand areas shown. For all 
practical purposes, therefore, the crude oil equiva- 
lent of forecast product demands in these areas may 
be taken as the crude oil requirement of refineries 
located in these areas. 

Telos sheso True Ol tne Prairie Provinces 
in total. For Alberta, Saskatchewan and Manitoba 
individually, some variation may be expected from 
the volumes shown for each province in Schedule II 
and the crude oil requirement of refineries located 
in each province, because of shipments of products 
to another province. 

The extent to which Canadian crude oil 
might be utilized to supply these indicated crude 
oil requirements will depend on the following fac- 
tors: 

1. Main trunk pipe line facilities to trans- 
port. crude oil to refinery centres. 

2. Adequate refinery capacity to process the 
forecast crude oil requirement of the 
various geographical areas. 


3. Adequate facilities for the economic 
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distribution of refined petroleum products 
from refineries to marketing supply points. 

In British Columbia and the three Prairie 
Frovinces Unere: are no limitations of thle nature, 
WAiLCh WOULG restricG Lull utilization of Canadian 
crude oil to meet the forecast requirements of 
geographical areas, on the assumption, of course, 
that present refining and pipe line facilities 
will be expanded as and when required to meet indic- 
ated growth in demand. 

In Ontario and Quebec, however, there 
are at the present time certain physical limita- 
tions of pipe line and refinery capacity, which 
would restrict utilization of Canadian crude oil 
in supplying product demands in these geographical 
areas. 

Ontario: On. completion of its current 
expansion program in September, 1958, Interprovincial 
Pipe bine will have sufficient capacity to deliver 

5/,V0O0 barrels per day as far as Sarnia, of which 
109,000 barrels per day could be transported into 
Toronto. 

At the end of 1957 total refinery capa- 
city in the Sarnia and Toronto areas was approxi- 
mately 200,000 barrels per calendar day. This will 
be augmented by an additional 20,000 barrels per 
day late in 1956 on completion of a new refinery 


mow under construction in the Toronto area, and 
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other plans for expansion of refinery capacity in 
this area have been announced. 

Quebec: The entry of Canadian crude oil 
into the Montreal refining area is, of course, de- 
pendent on the construction of main trunk pipe 
line*facilities to’ transport crude oil from Western 
Canada to Montreal. In our opinion, the required 
pipe line facilities to serve this market could 
not be completed and in operation until late in 
1960 at the earliest and probably not until 1961, 

In our projection of potential markets for 
Canadian crude oil in the Montreal area, we have 
assumed, however, that it would be possible for 
Canadian crude oil to enter the Montreal area at 
the beginning of 1960, 

Our projection of potential markets for 
Canadian crude oil takes into account these physical 
Pimrvavfonewor Utilization of “Canadian crude oft in 
the earlier years of the forecast period. 

In particular, with respect to the crude 
oil requirements shown in Schedule II for Ontario 
and Quebec, the following points are noted: 

LO502 "The “total Canadian crude oil re- 
quirement for Ontario (excluding the Cornwall and 
Ottawa Valley areas) of 159,000 barrels per day 
in 1956 is based on information obtained from 
various sources and approximates very closely a 


forecast for industry published by the Dominion 
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Bureau of Statistics. As shown in Schedule V, we 
believe that this requirement has been reduced 

to the extent of something in the order of 17,000 
barrels per day, due to the fact that refineries 
im the area are drawing on inventories to this 
extent to supply the 1958 product demands in the 
area. 

$9590: The increase im crude oil require- 
ment of 52,000 barrels per day in 1959 over 1958, 
bringing the potential market in Ontario to 211,900 
barrels per day in 1959, assumes that all refineries 
in Ontario will be operating on Canadian crude oil 
in 1959. In addition to the increase from antici- 
pated growth in demand for petroleum products in 
the area, this potential market of 211,900 barrels 
per day reflects an additional crude run of 17,500 
barrels per day at a new refinery under construction 
in the Toronto area at the present time and scheduled 
to. Gome of stream late in 195°. it also assumes 
that the volume of foreign crude oil imported into 
Ontario will be reduced from 21,000 barrels per day 
in 1958 to 6,000 barrels per day in 1959. 

1960: The further increase in crude oil 
requirement of approximately 20,000 barrels per day 
shown for Ontario in 1960 reflects a further antici- 
pated growth in demand for petroleum products in 
the area, and the complete elimination of imported 


crude oils. 
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The potential market of 228,900 barrels 
per day shown for the Montreal refining area in 
1960 assumes that pipe line facilities to transport 
Western Canadian crude oil to Montreal could be con- 
structed and in operation by the beginning of 1960. 
Included in this total requirement of 228,900 barrels 
per day is a requirement of some 75,000 barrels per 
day to supply, out of Montreal, product demands in 
the Cornwall and Ottawa Valley areas, with an estim- 
ated crude O11 equivalent of 30,000 barrels per day, 
and a portion of the product demand west of Cornwall 
and into the Toronto area, to the extent of a crude 
oil equivalent of approximately 45,000 barrels per 
day. 

1961: The increases in crude oil require- 
ments shown for both Ontario and Quebec reflect anti- 
cipated growth in demand for petroleum products in 
these areas. The requirement of 239,800 barrels per 
day shown for Montreal again includes some 75,000 
barrels per day to supply a portion of the demand 
ii OFLCar.0; 

1962: It is anticipated there will be a 
major addition to refinery capacity in the Toronto 
area coming on stream at the beginning of 1962, 

As a result, it is expected that the Trans-Northern 
Products Pipe Line will be reversed as from the 
first of the year for the shipment of products out 


of the Toronto refining area in an easterly direction 
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me (a 


aap teres Barras FOl1nU, tne TunCuLonm of Trans= 
Northern's spur line to Ottawa. 

Tits would cirtually eliminate any fur- 
ther shipment of products from the Montreal refin- 
ing area into Ontario west of Parran”s Point. 


Taking into account anticipated growth in demand, 
Ontario's crude oil requirement would increase by 
about 60,500 barrels per day, from 247,800 barrels 
per day in 1961 to 308,300 barrels per day in 1962. 

On the other hand, the crude oil require- 
ment of the Montreal refining area would be reduced 
from 239,800 barrels per day in 1961 to 204,900 
barrels per day in 1962, as a result of this change 
in the distribuvion pattern. Included in this 
204,900 barrels per day for the Montreal area would 
still be a crude oil requirement of 30,000 barrels 
per day to supply product demands in the Cornwall 
and Ottawa Valley areas out of Montreal. 

It 18 quite conceivable that, with the 
reversal of Trans-Northern Pipe Line at the begin- 
ning of 1962, a considerable portion of this demand 
in the Cornwall and Ottawa Valley areas could be 
economically supplied with products refined in the 
Toronto area from Canadian crude oil. To the extent 
of any such displacement the potential market for 
Canadian crude oil in Ontario as shown in Schedule 
II would be increased and the potential market 


204,900 barrels per day shown for Quebec correspond- 
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ingly reduced. 

1963-1967: The potential markets for 
Canadian crude oil in Ontario and Quebec for the 
remainder of the forecast period (1963 to 1967 in- 
clusive) reflect the anticipated growth in demand 
for petroleum products in these areas in these years. 

It will be noted that the potential market 
in Ontario increases from 308,300 barrels per day 
in 1962 to 396,200 barrels per day in 1967, and the 
potential market in Quebec from 204,900 barrels per 
day in 1962 to 261,400 barrels per day in 1967. 

Summary: With the development that is 
anticipated in Ontario in the next few years, the 
potential market for Canadian crude oil in the 
Montreal refining area will not exceed 240,000 
barrels per day in 1961, declining to 204,900 
barrels per day in 1962,and increasing gradually 
in each year thereafter to 261,400 barrels per day 
in 1067, 

in order to supply the crude oil require- 
ments of the Montreal refining area in 1961, the 
pipe line capacity of Interprovincial would have 
to be expanded to permit a minimum delivery of 
184,000 barrels per day as far as Sarnia, of which 
approximately 158,000 barrels per day would be taken 
off at Sarnia. The remaining 326,000 barrels would 
proceed to the Toronto refining area where some 


86,000 barrels per day would be taken off, and the 


balance of 240,000 barrels per day would be delivered 
to Montreal. 
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our estimate of crude oil demand and product supply 
for all Canada excluding the Atlantic Provinces for 
the years 1958, 1962 and 1967. 

1958: For the year 1958 we have shown in 
Schedule V, the crude oil requirement for Quebec 
(including the Ottawa Valley) as being supplied 
from foreign crude oils imported into Montreal, 
Refined product demands for 1958, on which estim- 
avedacrudée 11 requirements in this year’are based, 
are our best estimate of demand in the light of 
the statistics on consumption of petroleum products 
in Canada in 1957 recently published by the Dominion 
Bureau of Statistics, and in the light of the tem- 
porary levelling-off in demand in the current econ- 
omic recession. 

1962: For 1962, we have shown in Shedule 
VI the crude oil requirements of Quebec (including 
the Ottawa Valley) as being met from imported crude 
Oils refined in Montreal. 

In Schedule VII we have shown the crude 
Oil requirements Of this area supplied from Canadian 
crude oil refined at Montreal. 

1967: Similarly for 1967, we have shown 
the crude oil requirements of Quebec including the 
Ottawa Valley being met with imported crude oils 
(Schedule VIII) and with Canadian crude oils 


In Schedules V to IX inclusive we show 
(Schedul eurx jr, 
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As will be seen from Schedules VI to Ix 

and as summarized in the table below, in operating 

on higher gravity Canadian crude oils to meet gas- 

oline demands, refiners in the Montreal area would 

produce a smaller percentage of the total middle 

distillate and residual demands than would be the 

case if they were operating on available lower 

gravity foreign crude oils. This would result in 

an over-all reduction in total. erude) rumaterefin- 

eriés im the area,*and- an inerease im the level 

of refined products that would have to be imported 

into the area to balance refinery yields of pro- 

ducts against market demands. 
Total Required Imports Total 
Crude to Balance Refinery Imports 
Run Yields Required 

Middle 


Distillate Residual 
(Thousands of Barrels 


Per Day) 

1962 

Operating on available 

Canadian crude oils 204.9 37.0 Au 5 olny 
Operating on available 

foreign crude oils B22 6 Bal LORE 65.4 
1967 

Operating on available 

Canadian crude oils 201, 4 5A. 50.9 LOS. 0 
Operating on available 

foreign crude oils 283.8 39,0 AG sl alry 


Now, Mr. Chairman, Mr. Campbell will 
resume reading the text on page ll. 


MR. CAMPBELL: Case l: Caece keds soup 
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best estimate of the potential domestic demand for 


Canadian crude oil in each of the years 1958 to 


1967 inclusive, based on the following assumptions: 


(a) 


(b) 


That Western Canada's refineries operate 
wholly om Canadian erude; 

That the portion of the Ontario market 

in the Cornwall and Ottawa Valley areas 
will continue to be supplied with products 
refined in the Montreal area from imported 
fovelen erlide Gils, Vabunough Th istcon- 
celvable, “that with a change in the dis- 
tribution pattern for petroleum products 
anticipated by 1962, the requirements of 
this area could be economically supplied 
WoLem producve relined lnm sthewarnia= 
Toronto area from Canadian crude oil; 

That in 1962 and subsequent years the 
Ontario market, excluding the Cornwall 

and Ottawa Valley areas, will be supplied 
Wet oroducts’ refined an the Sarnia- 
Toronto aréa from Canadian crude oil, 
except for a limited volume of imported 
products required to balance refinery 
yields against market demands. Prior 

to 1962 a portion of this area will be 
supplied with products refined in Montreal 
from imported foreign crude oils and 


shipped into the area via Trans-Northern 
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Pipe Line. 

in oun opinion, :Case TT dsewhatdis likely 
to take place in the way of expansion of the Ontario 
market for Western Canadian crude oil, in the light 
of existing and planned refinery and pipe line 
facilities in the area. 

Levon la lke Wor reter your torAippend ior 
on page 46 and read Appendix into the record. 

Maximum Heonomic Utilization of Existing 
hetinery cand Pipe ikine: Facilities: At. the tend of 
DOS is teiewitocals Pperaning capacity in the Montreal 
area was approximately 255,000 barrels per calendar 
day. The crude oil requirements of refineries in 
the area are supplied by imported crude oils which 
for the most part are transported by ocean tanker 
to Portland, Maine, and thence by pipe line to 
Montreal through the Montreal-Portland Pipe Line, 
which has a capacity of approximately 258,000 barrels 
per day. 

im addition to supplying most of the pro- 
duct demands of Quebec, the Montreal refining area 
in 1958 will supply a portion of the product demands 
of Ontario to the extent of an estimated crude oil 
equivalent.»of, (5,000 barrele@ per day, of which 
30,000 barrels per day will be supplied to the 
Cornwall and Ottawa Valley areas. 

Most of this Ontario requirement will be 


Shipped through the Trans-Northern products pipe 
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ine, (which. ao the present. Gime, runs from Montreal 
to Toronto with alspur dine to: Ottawa,wandvan exten- 
sion from Toronto to Hamilton. The capacity of 
Trans-Northern, in terms of crude oil equivalent 

of products transported, is approximately 86,000 
peaprelsipersday. 

The close proximity of the Cornwall and 
Ottawa Valley areas to Montreal, coupled with the 
fact that tie producti piper line facilities of 
Trans-Northern are already supplying these areas 
make it appear logical that Montreal would continue 
as their source of supply. 

On the other shand, itvalso appears logi- 
cali ro expectlthat the (main source or supphynitor 
products in the area of Ontario west of the jun- 
ection of Trans-Northern's spur line to Ottawa at 
Farran's Point which is now being supplied out of 
Montreal, will shift from Montreal to Toronto by 
1962, with the construction of additional mew) re- 
finery capacity in the Porentovarecapriorsto that 
date. 

In this event, it is expected that Trans- 
Northern Pipe Line would be reversed as far east 
as Farran's Point. This reversal of Trans-Northern 
would eliminate most of the product movement from 
Montreal into Ontario west of Farran's Point, as 
refiners in the Toronto area would then have pipe 


line facilitnes for supplying thisidemand out ‘of 
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TOPOnUTG . 

This shifting of demand from the Montreal 
to the Toronto refining area would reduce the crude 
oil requirement of the Montreal refining area to 
something in the order of 205,000 barrels per day, 
and would create surplus refining capacity in the 
Montreal area, as well as surplus capacity in the 
Portland-Montreal Pipe Line. 

This does not appear to be too serious, 
as the reduced crude oil requirement of 205,000 
barrels per day for the Montreal area in 1962 
would be only about 10 per cent less than the 
estimated crude oil requirements of the area for 
1958. The effect of this change in the supply 
pattern would, therefore, probably be some defer- 
ment of refinery expansion in the Montreal area. 

The entry of Canadian crude oil into the 
Montreal area in any substantial volume would prob- 
ably result in shutting down the Portland-Montreal 
Pipe Line, at a substantial economic loss to the 
refiners in Montreal who are the sole shareholders 
of the companies that operate this line. 

abe! addition, refiners in Montreal either 
own, or have long-term charter commitments Por 
ocean tankers to supply their crude oil requirements. 
The idling of these tanker fleets could also Pesult 
in suvstantial Loss to" these reriners:. 


Now, may we return to the main text on 
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page 11? 

Case DT bela continua von otyther orderly 
eastward expansion of markets for Canadian crude 
oil that has been taking place over the last several 
years. 

British American's owm experience in an- 
Creasi nem vLl TZationmot Canadian. crude of) at its 


Clarkson refinery in the Toronto area to supply 
Lts) product requirements in Ontario ts shown, in 
the following table: 
Percentage of Canadian Crude Oil Processed at 
Clarkson Refinery: 
1950 Nil 2O55 56% 
1951 12% 1956 67% 
ig3a 13% eal 78% 
1953 L7% 1958( estimated )89% 
1954 55% 1959( estimated )100% 

As will be seen from the above table, 
Bevis Amerrcan olans to utilize LOO per cent 
Canadian crude oil at Clarkson in 1959, providing 
a suitable asphalt-type crude oil can be obtained 
iwssurfricient volume from Western Canada. 

The steady increase in utilization of 
Canadian kcrude io.) Ua tuelarkson up un ti lbosS 7 aNas 
shown in the above table, was made possible by the 
construction of a $4.5 million lake tanker, which 
was employed in transporting crude oil from 


Superior La) Clarkson orlor wloethe extension, of the 
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interprovinciel«Pipe Line tovClarkson, in 11957. 

A major expansion of refining capacity 
at Clarkson from 20,000 barrels per day to 60,000 
barrels per day, at.a capital cost of approximately 
$20 million, was completed in October, 1957, to 
coincide with the extension of Interprovincial's 
fecilities to: the. Toronte area. 

Immediately on completion of this expan- 
Sion, British American increased its receipts of 
Canadian crude oil at Clarkson from 15,000 barrels 
per day to 34,000 barrels per day, with a corres- 
ponding reduction in crude runs at its Montreal 
refinery. With its increased capacity at Clarkson, 
british American is now in a position to wiliize 
additional volumes of Canadian crude oil to supply 
the product requirements of the Ontario market, as 
sOOn as whe reversal of existing product pipe line 
facilities east of Toronto would make it economically 
feasible to do so. 

This would effect a further penetration 
of Canadian crude oil into the Montreal refining 
area through the displacement of products now being 
refined from imported crude oils in the Montreal 
area and shipped into Ontario by pipe line,with 
products refined in the Sarnia-Toronto area from 
Canadian crude oil. 

Case II: In Case II we have added to 


the potential domestic demand estimated in Case I 
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the potential market for Canadian crude oil in 
the Montreal refining area. 
The potential domestic markets for 
Canadian crude oil under Cases I and II for each 
of the years 1958 to 1967 inclusive are shown in 
ponevule  Moeranorerapiredliy jhe ixhni bit 1. 
iwi be noved. Irom Sehnedule [1 that 
potential domestic markets for Canadian crude oil 
under Case I (excluding the Montreal refining area) 
and Case II (including the Montreal refining area) 
would show the following increases over the next 
ten years: 
Potential Domestic Markets 
Percentage 
Increases 


1958 1962 1967 1967 over 195 
(Thousands of Barrels per day 


Case I 366 580 728 99% 
Case II 366 785 989 170% 
POouenh tial Export Markets: A major Tactor 
in the future growth of markets for Canadian crude 
oil will be the development of export markets in 
the United States. The logical export markets in 
the United States are the Puget Sound refining areas. 
already served by Trans Mountain Pipe Line, and the 
mid-western United States, supplied by Interprovincial 
Pipe Line. 
While these two areas offer the greatest 
possibility for increased production of Canadian 


crude oil for export, there are other potential 
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export markets in the United States into which 
Canadian crude oil 1s likely to ‘penetrate in sub- 
stantial volumes as the United States becomes in- 
creasingly dependent on foreign sources of crude 
oil. Chief among these other potential export 
markets are California on the West Coast, and the 
Chicago, Detroit and Toledo refining areas in the 
Great Lakes Region. 

nO The? present time, “i> ia dtrricurt to 
assess accurately the potential market for Canadian 
erude of) Ww sthese areas. Reflecting the economic 
recession which became apparent early in 1957, dom- 
estic consumption of petroleum products in the 
United States in 19057 féll short of original expec- 
tations and showed virtually no increase over 1956, 
Industry forecasts for 1958 Drecveu very Virtole in 
crease in demand. 

By contrast, the average annual rate of 
growth in consumption of petroleum products in the 
United States over the last forty years has been 
in the order of"6 per cént per year. This average 
long-term growth rate of 6 per cent per year was 
maintained with remarkable consistency throughout 
the entire forty-year period. There does not appear 
to be any reason why it should not continue in the 
future despite short-term deviations from the long- 
term trend, 


Coupled with this temporary levelling-off 
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in consumption of petroleum products, a world-wide 
over-supply of crude oil has developed. 

These two factors have led to the adoption 
or ‘a program for voluntary restriction on imports 
oF erude "oll ainvo the’ United States, ana the estap-— 
itshment of quotas for’ various United States rerin— 
ing areas, which could materially affect the vol- 
umes of Canadian crude oil that might otherwise 
move into available export markets in the United 
otates, 

While these import restrictions continue, 
there will be a preference on the part of refiners 
in the United States to utilize as much crude as 
possible from those sources in which they will 
have a larger percentage of owned production, and 
to supplement their product requirements in areas 
accessible to Canadian crude oils in which they 
have a relatively small share of owned production, 
with products refined from crude oils from other 
sources. 

Moreover, “the continuation of these im- 
port restrictions might also result in the post- 
ponement of refinery construction planned in areas 
accesSible to Canadian crude oils that might other- 
wise provide additional markets for Canadian crude 
Onl, 


For the near term, therefore, the out- 


wee look for export markets for Canadian crude oil in 
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the United States is clouded.with uncertainty. On 
the other hand, informed opinion on the subject 
indicates that over the next ten years the growth 
in consumption of petroleum products in the United 
States and the decline in producing potential will 
be such that the United States will become increas- 
ingly dependent on foreign sources of crude oil. 

Over the long term, therefore, because 
of our favourable geographic location and strong 
competitive position, we are confident that there 
will be an increasing demand of significant pro- 
portions for Canadian crude oil in the United States. 

Because of the present uncertainty with 
regard to export, we have considered three different 
levels of export demand for both Cases I and II. 

With Level A, export demand is assumed 
to remain Gonstany at. 100,000 barrels per day 
throughout the forecast period. 

With Level B, it is assumed that export 
demand will increase from 100,000 barrels per day 
in 1958 to 180,000 barrels per day in 1967. 

With Level C, the assumption is an in- 
crease in export demand from 100,000 barrels per 
day in 1958 to 480,000 barrels per day in 1967. 
(See Appendix B). 

In Schedule III we show for each of the 
years 1958 to 1967 inclusive, the total potential 


market for Canadian crude oil (domestic and export) 
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at the three levels of export demand noted above, 
with the Montreal refining area excluded from the 
potential domestic market in all three cases. 

Similarly in Schedule IV, we show for 
each of the years 1958 to 1967 inclusive, the 
total potential market for Canadian crude oil 
(domestic and export) at the same three levels of 
export demand with the Montreal refining area in- 
eluded in the potential domestic market in all 
three cases. 

These projections in Schedules [IT and IV 
are Shown graphically in Exhibit I and are summar- 
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At all three levels of export demand it 
has been assumed that the export market in the 
mid-western United States will remain constant 
throughout the forecast period, at the level of 
demand of 60,000 barrels per day anticipated for 
1958. This assumption is based on the Pract. thas 
there have been no announced plans for new 
refineries in the area, 

As will be explained later in this 
submission, Canadian crude oil has a competitive 
advantage in the Superior and St. Paul-Minneapolis 
areas, While quota restrictions in imports may 
limit the volume of Canadian crude oil moving into 
this area in the immediate future, over the longer 
term there is every reason to expect a substantial 
growth in this export market in excess of the present 
level of demand of 60,000 barrels wer day, 

Referring again to the summary of the various 
cases considered in the above table, it will be seen 
that even in Case IB, with the Montreal PeLiLaine 
area excluded from domestic demand and with export 
demand reaching only 180,000 barrels per day in 
1967, Canadian crude oil produccion in 1967 wilt 
increase by 95 per cent over the level of production 
of 466,000 barrels per day anticipated for 1958. 

Weighing all the factors, we believe that 
Case IB is a conservative projection, particularly with 


respect to export markets. We anticipate that the 
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demand for production of Canadian crude oil in 
1967 will be substantially in excess of the 
908,000 barrels per day shown in Case IB and 
could well reach the level of 1,208,000 barrels 
Dew dav vanowmr i Ce se oC. 

In our opinion, therefore, the long 
term outlook for Canadian crude oil production 
is highly promising even without an additional 
market for Canadian crude oil in the Montreal 
refiningewarea:. 

As a major producer of crude oil in 
Western Conada, with approximately 8 per cent of 
total industry production, British American has 
a vital interest in the development of additional 
markets for Canadian crude oil. We therefore believe 
that every potential market for Canadian crude oil 
should be thoroughly explored and evaluated. 

From the standpoint of the Canadian 
producer, the increased production that would result 
from an additional market outlet in the Montreal 
area would confer an obvious benefit, provided of 
course,that Canadian crude oil could enter this 
market without a substantial reduction in well-head 
price to the producer. This benefit to the producer 
from increased production would commence immediately 
upon completion of the necessary pipe line facilities 
to transport Western Canadian crude oil to Montreal, 


In our opinion, these facilities could not be 
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completed and in operation until late 1960 at the 
earliest, and probably not.until 1962. 

On the other hand, the benefit to the 
Canadian producer from an additional major market 
outlet in Montreal as early as 1961 should be care- 
fully weighed against possible disadvantages in com- 
mitting a substantial volume of Canadian crude oil 
reserves to this market over the longer term, and 
against the over-all cost to the Canadian economy 
of supplying the Montreal market with Canadian crude 
oil as against imported crude oils, 


4), 


This is essentially a question of the 
over-all economics of crude oil and product supply, 
which will be determined by two major factors: 

1, The competitive position of Canadian 
crude oil in the Montreal area as against imported 
crude oils. In determining this competitive position, 
the capital cost of pipe line facilities to transport 
Canadian crude oil to Montreal and the resulting pipe 
line tariffs will be the major considerations, 

2. The complications of a long-term 
commitment of Canadian crude oil to the Montreal 
market, which would be essential for the financing of 
a crude oil pipe line to Montreal, in view of the 
potential export markets which would be economically 
more favorable to the Canadian producer, 

MR, LOUGHNEY: ECONOMICS OF ENTRY OF CANADIAN 


CRUDE OIL INTO POTENTIAL DOMESTIC AND EXPORT MARKETS, 
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(1) Competitive Position of Canadian 
Crude Oil in Potential Domestic and Export Markets: 

In evaluating the potential market for 
Canadian crude oil in the Montreal refining, area, 
tae L£Erst maJjor-factorm tbo be considered is.the 
competitive position of Canadian crude oil as against 
crude o11 fromsother sources of supply, not only 
in the Montreal market itself, but also in possible 
alternative export markets that would provide an 
economically more favorable outlet for Canadian 
production. 

As previously noted, the major export 
markets for Canadian crude oil are in the Puget 
Sound refining area of the Pacific Northwest and the 
St. Paul-Minneapolis area of the mid-western United 
states. 

Puget Sound Area: From the standpoint 
of daigd=-down coset, Canadian crude o11 is in a very 
strong competitive position in this area as against 
other crude oils. By reason of the relatively 
close proximity of Canadian crude to the area and 
established pipe line connections, the transportation 
cost. component of its total Laid-down cost is 
considerably less than in the case of crude: oils 
from offshore sources of supply, This 2s. shown. in 
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Transportvata on Total Redwater 
and Miscellane- lLaid- laid- 


ous Cost Com- Down down 

Crude Source ponent ey aoe SCO er 18s 
Redwater (35°) 50.55 cuca ae 

Sumatra (34°) 14,005 3.27 0.02 Higher 
Koweve, (37°) 1.46 3.31 0.02 Lower 
Arabia (34°) an 5 3.49 0.20 Lower 
Venezuela (34°) O53 3.17 O40 Lower 
California (35°) 0.24 3.85 0.56 Lower 


The method of calculation of the costs shown 
in the above table is explained in Appendix C ‘to 
this submission, 

It will be seen from the above table that, 
from the standpoint of laid-down cost, Canadian crude 
oil at the present time is competitive in the Puget 
sound area with Sumatra and Kuwait crude oils, and 
has a very definite competitive advantage over crude 
olls from other sources of supply, ranging from 20 
cents over Arabian crude oil up to 48 cents over 
Venezuelan crude oil and 56 cents over Californian 
eruderceils, 

AS the share. of Canadian. crude o11 in this 
market increases, the increasing volume of pipe 
line throughput would tend to reduce transportation 
cost per barrel, and this would further improve the 
competitive position of Canadian crude oil in this 
area, 

ov", Paul-Minneapolis Area: Again, by 
reason of its relative. proximity and established 
pipe ine connec twos; Canadian crudevoillisiin a 


strong competitive position in the St. Paul-Minneapolis 
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area of the mid-western United States. 

The major portion of the product demand 
in this area is supplied by products shipped 
there by pipe line from refining centres to the 
east and south. Even in the face of this competi- 
tion from pipe line products, Canadian crude oil 
has established itself in this market. The largest 
refinery in the area was constructed expressly 
to take advantage of the accessibility and price 
advantage of using Canadian crude oil, 

Moreover, because of the remoteness 
of the St. Paul-Minneapolis area from tidewater 
sources of supply, the competitive position of 
Canadian crude is reasonably assured, 

Montreal Refining Area: . In the table 
set out below, we have made a comparison of the 
present laid-down cost in the Montreal refining 
area of various imported crude oils with our own 
estimate of the cost of laying down Redwater 
crude oil of 35° gravity by pipe line from 
Edmonton to Montreal, 

Redwater crude oil of 35° gravity has 
been selected for this comparison as being 
representative of the type and gravity of 
Canadian crude oils that would be available for 
the Montreal market, on the basis of the types 
and Pravities of crude, otis that have been 


discovered in Western Canada to date, and on the 
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basis of the probable disposition of available 
Canadian crude oils and product yield structures. 

In this connection it is pointed out 
that the main pipe line streams available in 
Eastern Canada at the present time are Redwater 
at about 35° gravity and a blended crude stream 
of 36° to 37° gravity which is priced approximately 
the same as Redwater. 

in, Tals table, a compariscom is mace 
with the laid-down cost of imported crude oils 
of the types and gravities that are being brought 
into Montreal at the present time. In 1957, the 
Montreal-Portland Pipe Line delivered an average 
of about 224,000 barrels per day of imported crude 
oil into Montreal. Of these deliveries, approximately 
84 per cent was Venezuelan crude oil with the 
balance accounted for by crude oils from Trinidad, 
the United States, Arabia, Kuwait, Iran and Iraq. 
The average gravity of Venezuelan crude oil 
deliveries by Montreal-Portland Pipe Line in 
1957 was about 31°. 

Accordingly, for this comparison, we 
have selected Mesa crude oil of 31° gravity as a 
typical Venezuelan crude oil of the type and 
gravity of the crude oils imported into the 
Montreal refining area at the present time. 

We have also shown in the table the 


laid-down cost of Kuwait crude, which is being 
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imported at the present time in substantial quantities. 
For purposes of comparison, it has been 
assumed that Canadian and United States funds 
are at par of exchange and the price of Redwater 
crude oil has been adjusted to par of exchange. 
The laid-down costs shown in the table are 
therefore the costs that would be incurred by 
the refiners in Montreal with Canadian and United 
States funds at par of exchange, Transportation 
charges from Edmonton to Montreal are based on 
abppipewtinertaritrr or (5 cents per barrel, plus 
allowance for line loss of approximately 3 cents, 
The last column of the table shows the 
competitive disadvantage in laid-down cost of 
Redwater crude oil. 


Transportation Total Redwater 
and Miscellane- Laid- Laid- 


ous Cost Com- Down Down 
Crude Source Donen Ns ee Cost. Costi is: 
Redwater (35°) $0.78 $3.50 § - 
Kuwaite (21°) 1.2 3.05 0.45 Higher 
hrabian (340) is Scone fener 
Venezuelan-—Mesa 
(31°) ORs 3.04 0.26 Higher 


Mr. Campbell will now read Appendix C, 

THE CHAIRMAN: Do you think you need to 
read Appendix C? We can take it as read into the 
record, Mr. Loughney. 

MR, CAMPBELL: Very well. 

THE CHAIRMAN: It is your calculation of 
pipeline. economics, 


MR. CAMPBELL: It is the laid-down cost 
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of Canadian crude oil, 

THE CHAIRMAN: I will leave it to you as 
to whether ornot you feel you should read it or 
take it as read. 

MR, CAMPBELL: We will take it as read, 

THE CHAIRMAN: It will go into the record 
in exactly the same way. 

MR. CAMPBELL: Yes, sir, 

APPENDIX C, COMPETITIVE LAID-DOWN COST 
OF CANADIAN AND FOREIGN CRUDE OILS IN THE MONTREAL 
REFINING AREA AND IN POTENTIAL EXPORT MARKETS IN 
THE UNITED STATES, 

Exhibit 5 to this submission is a map 
which shows the competitive laid-down cost of 
Canadian and foreign crude oils in the Montreal 
refining area and in present or potential export 
markets in the United States, 

For purposes of illustration, Redwater 
Crude: OL) .of 25 API has been selected as a typical 
Canadian crude oil, and its laid-down cost compared 
with that of crude oil from other sources, 

An ocean tanker rate of USMC minus Ho 
per cent has been assumed in calculating the 
transportation cost component of offshore imported 
crude OL1s, This rate is considered to be representa- 
tive of present day costs for regular tanker movements, 
There will, of course, be exceptions both above and 
below this rate, especially in the case of occasional 


or spot cargoes. 
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For purposes of comparison, it has been 
assumed that Canadian and United States funds are 
at par of exchange and the price of Redwater crude 
oil has been adjusted to par of exchange. The 
laid-down costs used in the comparison are 
therefore the costs that would be incurred by 
refiners in the Montreal area with Canadian and 
United States funds at par of exchange. 

Where the usual method of transportation 
is by ocean tanker, laid-down costs include 
transportation costs from port of loading to 
port of discharge, the cost of loading and un- 
toading, and imporc duties where applicable, 

In the case of imported crude oils in the 
Montreal refining area, cost of transportation is 
based on the ocean tanker rate from port of loading 
to Portiand, Maine, and includes the pipe line 
tariff and line loss allowance for shipment to 
Montreal via the Montreal-Portland Pipe Line. This 
is the usual method of delivery of offshore crude 
oils to the Montreal refining area, although some 
direct deliveries by tanker are made to this area. 

Where the usual or proposed method 
of delivery is by pipe line, transportation costs 
include only main trunk line is included in ‘the 
Prce Of “Lie crude otis: In the case of Toreien 
eorude olls, catherine charges are included in 


the price at port of loading. 
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In the case of Redwater crude oil the price 
at Edmonton includes approximately 9 cents per barrel 
for transportation from the field to Edmonton. For 
Obner tyoessOr Canadian’ crude oil, the cost of 
transportation to Edmonton may vary from 5 cents to 30 
cents per barrel, depending on distance of the field 
from Edmonton, 

It will be seen from Exhibit 5 that foreign 
crude oils can be delivered to all tidewater 
points shown by tanker at competitive laid-down 
costs or at a marked competitive advantage, even 
absorbing in some cases transportation costs in 
excess of $1.00 per barrel, 

Although the crude oi1 costs shown in 
Exhibit 5 may change from time to time, it is 
probable that their relative costs will remain about 
the same, 

The estimated transportation charge 
included in tne laid-down cost of Redwater crude 
oil in the above table is based on an estimated 
throughput to Montreal of 240,000 barrels per day, 
equivalent to our forecast of the crude oil require- 
ment of the Montreal refining area in 1961. 

TRE sbasls ol calculationyor this trans— 
portation charge is explained in Appendix D to this 
submission. The crude oil requirement of the Montreal 
refining area, as noted previously, is expected to 


drop to, 205,000 barrels per day in 1962, with the 
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fine 
dane facitiitres for crude o2] transportation from 
the Prairie Provinces to Ontario and Montreal, we 
have assumed that Interprovincial Pipe Line would 
be expanded as additional capacity is required to 
meet the refinery demands, Our estimates are based 
on only those facilities that would provide adequate 
capacity through 1967. 

We have predicated our cost estimates 
on the following assumptions: 

(1) The capacity of Interprovincial's 
System would be increased by building partial loops 
of Jarge eramever pipe and installing additional 
pumping equipment where necessary to meet the 
increased throughput requirements. 

(2) The cost of transportation allows 
sufficient earnings to provide a net return of 8 
per cent on the total investment, 

(3) Depreciation has been calculated 
at a rate of 34 per cent and interest at a maximun 
rave-Oor Sper?’ cent. 

(4) A rate of 47 per cent has been 
used for income tax purposes and other taxes have 
been estimated at 1 per cent of the investment, 

Mr arriving acotarity rates, the cost of 
transportation, including operating expenses, 
earnings and income tax, has been allocated to the 
various segments of the systems on the basis of the 


total barrel-miles in each segment, 


; oo a “5 vic 
mods aclis’oqihsei tls abun Eo TT) ite 
| “he mon} 5tvA Figeg a Chee I BS eo sae wae 
a : ox A me A 
) tressnet Bae elegint od ae inkver 
| ; te oe Z ; : ow co oceae 7 A a ie y ic a oa £ - , 
: i — ‘ F } 
| Brus Gk? eqtt istsntvevausga) ae + hen eeey ave 
figs Ue As a “ aa i aim Ra scar eit baie eas ee 
; nl 
P = cy @ 
: iDes Ye Tat | Letiol7tepe i bragixe od 
} Prehe s Ws Oar eee fee pire omy te 
: - - 
fosad ore astemia 1 Shae Fy <v° eels Pha bj ‘Seam 
: aS ed ees ; i noe wi ay Sos i 
: p = i 
if ‘i Pa ae a! 6 + q 
cm a ieee 
iF Rutt j 
| ae A eat) Ae 
“ ir > al ve 
,; Seta cn AAG ey ea. 
Hick ws f ; . 
i ‘ 2 ‘ : ee) ee 
=ot ~ * Mie 
| | ~ ] * r “d 7 j \ 
r = ‘ * ba 
Br _ pane: 
' ) } ! 
‘ fos": oy os Bu Ae ‘ Beh i ipas 
poe 
{ ‘iis igied 
- j my 
} : tt 5 
| we as se, 2; 
i f 
peed ere 2 é ‘ 
i F ~ £ \ ' 
. = SA sic) apts, {3 2 a - = 
ld ~ . ve! ~ a 
: - 7 ; 
i Mae fis a 


) > ary 
\ 
i ie a 
: 3 * 
: ? ‘ We u . a . 
i] é a ia 
’ d WG Ar at ' ‘ ) 
ees ee = : 


! 


a4) ar 


‘io T°te Wo =~ ii ‘ ' { ie. Sta <j Titex a) L ig Hoven! 4 39 nea 


why ltrs, nm) 


. 


THEGAE 4 EEL tars its 


tele Eade Aras ee ee “— &- ay eT: roe : ey 


oie OF ew a f1234 aed eee aal’ Sink ne seb kres 


oe eee tae eh 
ny to elon! wo oe ‘shades ia Ne eae if ny 
. Goes 2a, Pope di 
i x 


‘ 4 frewite 


nd Ho yo iL be 


a )C 
ANGUS, STONEHOUSE & CO, LTD. 5 ] 
TORONTO, ONTARIO 


reversal of Trans-Northern Pipe Line in that year, 
and not exceed 240,000 barrels per day again until 
1966. We feel, therefore, that our estimated 

pipe Line tariti of 75 cents per barrel” can’ be 
Coneidered as a realistic cost of transporting 
Canadian crude oil from Edmonton to Montreal. 

Appendix D deals with pipeline economics. 
Would you like to have that read? 

THE CHATRMAN: I think we can take it 
ae. read, Har. 

MR. CAMPBELL: I see. 

THE CHAIRMAN: The Commission has received 
testimony on this and has already had an opportunity 
UO Read Cie DELel. 

MB, JOUGHNEY: Where is one correction in 
thao cable om pase 43, Mr) Borden. Lie i’may call 2c 
uo Your acvenctlon, piease? 

THE CHAIRMAN: Certainly. 

MR, LOUGHNEY: Under Case No. 1 1962 is shown 
as 205,000 barrels per day from Montreal. That should 
pe Gliminatec. Ib should nov ve “in vhere There is 
mo Montreal throuciput at that time. “ihe same we true 
in 1967. Under Case 1 the 196€ - total, Sarnia and 
Toronto 304,000 barrels is the total in that column 
and at 392,000 in . the 1967 column. 

The COALRMAN: Thank” you. 

APPENDIX D. . PIPE LINE ECONOMICS 


In considering the need for additional pipe 
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thevearningsrate “for o11 pipe lines 
gives recognition to the fact that the element 
of risk is relatively higher in the case of crude 
Oil pipe lines usually operate on the principle 
of a common carrier, without guaranteed through- 


put commitments that assure high and constant 
load factors: By comparison, gas transmission 
systems generally function as Cub Lie ubtiities 
transmitting their own products and operating 
with high load factors, which tend to create more 
economical operations, 

Case I: Upon completion of Interprovincial'! 
present expansion program, sufficiént capacity will 
be available to meet our forecast through 1961, 

In order to meet the forecast through 
1967, we have assumed the system would be expanded 
in two steps; first in 1961 to handle demands 
through 1964, and in 1964: to meet 1967 requirements, 
By the use of large diameter Pgoe MOM yaar ta ae 
looping would be necessary. This would allow 
further expansion by complete looping, should 
additional capacity be required to meet increased 
demand beyond 1967. 

Case II: Case II differs from Case I 
in that the forecast requirements of Montreal would 
require the immediate expansion of Interprovincial 
as well as the extension of the System to Montreal, 


The forecast indicates that prior to the 
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increase in refinery facilities in the Toronto area 
and the reversal of Trans-Northern Pipe Line, the 
Montreal demand would be 240,000 barrels per day 
in 1961. With reversal of Trans-Northern, the 
Montreal demand would decrease to 205,000 barrels 
per day in 1962 and gradually increase to 261,000 
barrels per day in 1967. On this premise we have 
assumed that Interprovincial would be expanded 
during 1959-60 to meet forecast demands through 
1863 

With the increase in Ontario demands, 
further expansion would be necessary in 1963 for 
1964 requirements. This expansion would be made 
to provide sufficient capacity to meet 1967 fore- 
casts. 

We have also considered the possibility of: 

(1) Expanding Interprovincial to meet 
the Ontario demand only, and 

(2) Building an independent line from 
Edmonton to Montreal to handle the Montreal demand 
only. 

This independent line is estimated to 
CO89 $306,930,000, and in ehololiamameigy, sain rote imuel eqemnlhah 
be necessary to spend substantial amounts to meet 


the expanding demand on the Interprovincial system, 


The tariff rate to Montreal would be 86 cents per 
barrel in, the fifth year of operation, against 75 


cents per barrel for the extension of interprovinctal, 
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MR, LOUGHNEY: There is a correction in 
that table on page 43, 

THE CHAIRMAN: Just while we are here, 
Mr. Loughney, I am quite ignorant as to the 
terminology but I have an opportunity to learn 
from you. What do you include in the middle 
distillate in the industry? 

MR, CAMPRELI: In thet diesel fuel, 
Stove oil, domestic heating oils are called oil 
distillates. 

THE CHATRMAN: And residual? 

MR, CAMPBELL: Bunker fuel, heavy black 
Pesliued 2uel. 

THE CHAIRMAN: Where does the gasoline 
come in? 

MR, CAMPBELL: Gasoline comes in right 
Upvat the top, Gasoline isva middie distillate, 
residual fuelland!) asphalt. 


THE CHATRMAN: Thank you very much. 


(See next page for table. ) 
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Wevare of the-opinion that: 

(1) Crude oil from Western Canada could 
not be delivered to eee by mie line Her ie 
1961, and 

(2) Interprovincial can be expanded to 
accommodate increased demands of Ontario and maintain 
the flexibility of being suitable for extension to 
Montreal at some future time, should it become desir-~ 
able from an economic standpoint or national enereency 

It is recognized that in gravity and other 
characteristics, mainly sulphur content, that Redwater 
and Kuwait are not comparable crude oils, It is never- 
theless a fact that certain refiners in the Montreal 
area nave installed the necessary Petining Waciiieses 
to enable them to utilize Kuwait and other low-cost 
ferelenyerude otlsiin their rerinine) operations, he 
differential of 45 cents per barrel shown in the above 
table in favor of Kuwait crude oil represents a real 
penalty that would be incurred by these refiners 
in operating on Canadian crude oils instead of Kuwait. 

it is recognized also that Venezuelan 
crude oil of a comparable gravity to Redwater 35° APT 
would lay down at a higher cost than the cost of Mesa 
31° API shown in the table by approximately 17 cents 
per barrel. We do not believe, however, that this 
would be a realistic comparison, as the preference 
of refiners in the Montreal area for lower gravity 


crude oils to balance product yields against market 
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demands is established by the gravities of the crude 
Oils that they have in fact been importing into the 
area, 

The differentials of 26 cents per barrel in 
favor of Mesa 31° APT and of 45 cents per barrel in 
favor of Kuwait crude oil are, we believe, a realistic 
indication of the additional costs that would be 
incurred by refiners in the Montreal area in 
Switching to Canadian crude oils. 

im projécting the e¢rude o11 requirements 
of the Montreal refining area on a total industry 
basis, no cognizance is taken of the fatt that the 
crude oil requirements of individual reriners in: the 
area will vary considerably from the total requirement 
projected on an industry basis, because of variations 
as between individual refiners in the proportion: of 
their sales in various major product categories. 

Another important factor which has not been 
taken into account in our projection of thé potential 
market for Canadian crude oil in the Montreal Pehtnine 
area is that specialty crude oils now being imported 
into Montreal for the manufacture of naphthenic 
lubricating oils and asphalt may not be available 
from Western Canada. The necessity of continuing to 
import specialty crude oils for this purpose would 
reduce the potential market for Canadian Cruge (OL. iti 
the Montreal area shown in our projection possibly by 


as much as 25,000 barrels per day. 


; eri 

es 

abirsep- ett: to: ealeavarx 3 wart ee he mais bs 
. - 7 


vigvoumt aead doar nani ead 


~~ @ % 


f ai fevisd Tot, SIs OS Te CMESM ene tt tiv, ant 


eee 


Ay 5. - . ers Ca a. ‘ P 
“nevenn rad eaizeo OH lhe Bee: TRA FEE Beeb te Soyes 
is 7 


. Saba: Buen ot tee SO 4ove? 


kad ntee pt m oh2-9e2 Sottso lhe 
s Lercey Pe: Stic . : atky BEEF A a) AAR oP a? ae a bh.) cet? 5otbet 


i ai, t1OF : 4 o> Mahi sa : a: Sere at: 


O°} + Pan? a a9 We Re 
‘ : ee er 
eLin-: eae Apipineteé> O89, & “ffo7 SNS 
be Te) 4 bay 
nS *o- ODMR ae 1% re 
Js sy 4 ny 
fasas ios un uel ie Leonean ails ‘Fo 
3 ; ot iimgey. at gétaad 
SOT? Slr eS 4 Ute a: Sal 
| f : 7 
Leds Bs (re a czptue sa Lio. sburs. 
. a oo ers: a = toe . = - 
5 - nF EQNS: 
wey ayes PSY nee : mou t: vide wh Yas WEEY. Ciiw ESTA: 
é i rc Se. O6fy re ly ‘y: 
. arte ie seuRoad’’ lyst. pilsulad ope no Becestong, 
» ra . = = eM f: -. 
x y QP aw oR. 
- os ry) Vea: cS i ae J L Bie ey is ee rT 2wess es 
a a Wil ae + 
= a » on a Aor 
Z “einai, “Sees a puolRe? of sade, tied: 
—_ a Sen ee * 
rae . e2@nraars 
Ct boat a gt np Foto be get de aw sa Sue 
rw at . 


iy Ptyeat Oy “2 ediod) org aut mm) orite cn edrel- ttastad | 


mon Deanne sat @l Lie shuts: seteensd =o totam 


pets ee 
i ntwanslh mehad wor sf 2% fics Eiialssqe tend et soca, : 


1 i tragivadgern To énviptae? arian, Ol b eo } 971s fOr eda | 


- 
tcofises ed Joo qaand indgas Dts @fZo gnldsobsul 


mistioo to- gleegved gal .BaRds2 crass ae W: moet: 7 


iiteaod doktoobots pit aut chino: sore ‘inet 
> 
Z a ee 


a 


ANGUS, STONEHOUSE & CO. LTD. 
TORONTO, ONTARIO S 306 


ieee 


Because of the comparatively high ratio of demand for 
middle distillates to gasoline demand in Quebec, 
refiners in the Montreal area, operating on higher 
gravity Canadian crude oils to meet gasoline demands, 
would produce a smaller percentage of the total middle 
distillate and residual demand than would be the case 
if they were operating on available lower gravity 
foreien crude oils. This would result in an over-ali 
reduction in total crude run at refineries in the area, 
and an increase in the volume of refined products that 
would have to be imported into the area to balance 


refinery yields of products against market demands. 
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MR. LOUGHNEY: This is shown in Schedules 
VI and IX inclusive, and is summarized in the fol- 


lowing table for the years 1962 and 1967: 


Imports Required to Balance Refinery Yields 


Total 
Total Middle Imports 
Crude Run Distiltace Residual Required 
1962 Thousands of Barrels per Day 
Operating on 
Available Canadian 
crude oils 204 .9 37 20 WM 5 S15 
Operating on 
available foreign 
crude oils es eihag LO si 65.4 
1967 
Operating on 
Available 
Canadian crude 
oils Baie BUT 50.9 105.6 
Operating on 
available foreign 
crude oils 233.8 39.0 46.1 Ob. 


The competitive disadvantage of Canadian 
crude oils in the Montreal market previously indi- 
cated in this section is based on conditions as 
they exist today. It is quite conceivable that 
Canadian crude oil would be at a still greater com- 
petitive disadvantage in the future as the cost of 
ocean tanker transportation would tend to be re- 
duced with the increased employment of larger 
tankers. 

A final point to be considered is that the 


higher cost of Canadian crude oils in the Montreal 
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refining area would increase the cost of products 
rerined in the area, as against the cost of products 
refined irom imported crude oils in the Maritime 
Provinces . This would tend to extend the product 
Supply area of refineries in the Maritime Provinces 
at the expense of refineries in the Montreal area, 
and to increase crude runs of imported crude oils 
in the Maritime refineries at the expense of 
the Montreal refineries. 

tein ald these factors into account, 
We “ere Tinily Ol the opinion. that the cost or 
crude oil to supply the product requirements in 
the economic supply area of the Montreal refineries 
(that is, Quebec including the Cornwall and Ottawa 
Valley area in Ontario) would be increased by some- 
thing in the order of 26 cents to 45 cents per 
barrel if the Montreal refineries were operated 
on Canadian crude oils instead of foreign crude 
Oils, unless theré were a corresponding reduction 
in the wellhead price of Canadian crude oils. 

In our opinion, as a major producer 
in Western Canada, the industry could not absorb 
a price reduction of this magnitude and obtain any 
Sort Of @ reasonable rate of return on the invest- 
ment required to find and develop the reserves 
needed to supply this market. 

MR. CAMPBELL: (2) Implications of 


Committing Canadian Crude Oil Reserves to the 
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Montreal Market. 

i order Go Tinance the construction of 
pipe line facilities to transport Western Canadian 
crude oil to the Montreal market it would be neces- 
sary to have throughput guarantees from refiners 
in Montreal, which would effectively commit a 
substantial portion of Canadian crude oil re- 
serves to this market for an extended period. 

In this subsection, we propose to consider the 
implications of such a commitment, in the light 
of the prospects of growth in export markets that 
would be economically more favourable to the 
Canadian producer by virtue of the competitive 
advantage that Canadian crude oil would enjoy in 
these markets. 

In Appendix E we have projected the 
reserves required for each of the various cases 


of total crude oil demand (domestic and export) 


Considered earlier in this submission. We have 
also projected the exploration programmes neces- 
sary to support these required reserves, pro- 
duction in each year of the forecast period 1953 
to, YOO] Anclusive, and’ production in each year aa 
a percentage of the producing potential. 

At this point, Mr. Chairman, we would 
like to read Appendix E into the record, and I am 
SOrne Go cals oni Mr. Anderson to do. so. We wish 


to do that because there is some comment we wish 
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to make on the graphs shown here in this room. 

THE CHAIRMAN: Certainly. 

MR. ANDERSON: Reserves. and Exploratory 
Program Required for Anticipated Demand. 

Reserves required to méet the total demand 
for Canadian crude oil, and the exploratory program 
necessary to meet the various cases of Canadian and 
export demand previously described, are shown in 
Schedules AI and XII for the ten-year period 1958 
So 1967. A comparison Of Cases I and IIT for the 
three levels of export demand is demonstrated 
erephitally in Exnabits 2; 3 and 2. 

In projecting future crude oF reserves 
for the various cases of demand considered, it was 
assumed that initially 1,000 exploratory tests 
per year would be drilled and that 400,000 barrels 
of new crude oil reserves would be discovered per 
Dee. This is essentially the same discovery 
rate per test that has been experienced in 
Western Canada during the period 1951-1957, while 
the number of exploratory tests assumed to be 
drilled each year is somewhat less than the 1,058 
exploratory tests actually drilled during 1957, 
but greater than the average for the year 1951 
GO) bo Eg ss 

At the 1957 production rate of approxi- 
mately 500,000 barrels per day the remaining re- 


serve of 2.87 billion barrels at the end of 1957 
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has an effective life of about 16 years. At the 
1957 potential producing rate of 370,000 barrels 
per day, the remaining reserve has an effective 
life of about 9 years. 

For the projections shown in Schedules 
Xf and Xil, av such time as the remaining reserves 
equivalent to a 10-year supply at current pro- 
duction rates could no longer be maintained at 
the initial exploratory effort, it was assumed 
that additional wells were drilled sufficient to 
assure a ten-year supply. A summary of the 
data is presented in Schedule xX. 
Case a 

As shown in Schedule XI, anticipated 
increases in Canadian demand exclusive of the 
Montreal market and at an export level averaging 
100000 barrels per day (Case TA) or 180,000 barrels 
per day in 1967 (Case I8) will require an explora- 
tory effort no greater than that experienced during 
the year 1957. Tn 1967 the production reaches 
328,300 barrels per day in Case IA (60 per cent 
of potential) and 908,300 barrels per day in 
Case IB (78 per cent of potential), compared with 
the anticipated production for 1953 of 466,000 
barrels per day or about 54 per cent of the pro- 
ducing potential. 

in Case IC, which considers export de- 


mand increasing to 430,000 barrels per day in 1967, 
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resulting in a production rate building up to 

l.2 million barreis per day at the end of the fore- 
cast period, additional exploratory effort would 
have to be commenced some time prior to 1965. 
Purine 1967, 1,600 exploratory tests are required 
to be drilled to assure a ten-year supply of re- 
serves at the 1967 Producing rave. Ror Case IC, 
4,631 billion barrels of reserves would be added 
quring tne period, resulting in 2 virgin recover- 
able reserve of 83.5 billion barrels at the end 

or 1967. 

Case 21, 

The anticipated increases in the demands 
for Canadian crude oil including the Montreal mar- 
ket will require increased exploratory activity 
over and above the 1957 level commencing some time 
prior to 1966, 1964 and 1961 for Cases IIA, IIB 
and IIC respectively. 

For the maximum export level (Case IIc), 
tile Droducvion Tate increases to 1.5 million 
barrels per day and 2,120 exploratory tests are 
required to be drilled in 1967. in Case Tic. 
6.314 billion barrels of new reserves are added 
OUbiNe ule TOrecasy period, resulting in -a Virgin 
Pecoverabie reserve or 10.1 Dillion barrels py 
the end of 1967. 

By way of summary you may find it 


Interesting vO Peter to Sehedules Xi and XII in 
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the brief. These schedules show daily production, 
exploratory wells, remaining reserve, cumulative 
virgin reserve, producing potential and production 
rate as a per cent of producing potential, for all 
levels of domestic and export demand discussed in 
Our SUbMLSSLOn. Exhibits 1 through 4 show 

these data graphically. 

Moving over to the exhibits that we have 
displayed, on Exhibit 1 the shaded portion of the 
bar graph represents the domestic demand for 
Canadian crude and the dashed portion the export 
demand. 

iveche, furs, Case /( 1=8)> production in 
1958 consisting of 366,000 B/D for domestic 
and 100,000 B/D for export or 466,000 B/D total, 
increases to 828,300 B/D in 1967 made up of 
723,300 B/D for domestic and 100,000 B/D for 
export. With the Montreal market added, (Case 
IT-A), the production rate would increase to 
1,089,700 B/D by 1967. 

Proceeding now to Exhibit 2, in Case 
iA, an exploratory programme or 1,000 wells per 
year is sufficient to support the demands shown 
for the entire ten-year period and the producing 
potential remains above the demand, increasing 
from 54 per cent in 1958 to 68 per cent in 1967. 
Cumulative virgin reserves reach 7.9 billion 


barrels by the end of the period and remaining 
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reserves would be 4.4 billion barrels. 


In Case II-A, which adds the Montreal 
market demand to Case I-A, 1,000 wells per year 
will support the demand to 1965, while in 1966 
the production rate reaches 100 per cent of 
potential and exploration activity would be stepped 
uh om, Cumulative virgin reserves are 3.0 billion 
barrels by 1967 and about 4 billion remain. 

Going pack now GO BAnTbDIt 2D, in the next 
Case (1-B), production for domestic and export 
demand is the same as previously noted for 1958 
but export demand increases to 130,000 B/D by 1967. 
Total production, therefore, is estimated at 
908,300 B/D in 1967. Adding Montreal (II-B), 
production in 1967 amounts to 1,169,700 B/D. 

PEOCCECILNE How CO BxiL biG 4, in Case T-B 
an exploratory programme of 1,000 wells annually 
again can support the estimated demands for 
the entire ten-year period but the production 
rate as a per cent of potential increases to 
73 per cent in 1967 from 54 per cent in 1958. 
Cumulative virgin reserves are 7.8 billion by 
1967 and 4.3 billion remain. 

If the Montreal demand is added (II-B) 
production reaches 100 per cent of potential by 
1964 and exploratory wells increase to 1,555 in 
the year 1967. Cumulative virgin reserve reaches 


8.5 billion by 1967 and 4.3 would remain. 
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Going back to Exhibit 1, for Case I-C 
production in 1958 is again the same but by 1967 
production for export markets reaches 480,000 B/D. 
This in addition to the 728,300 B/D for domestic 
demand brings total production to 1,208,303 B/D by 
the end of the period. 

If the Montreal demand is added, produc- 
tion reaches 1,469,700 B/D in 1967. 

Going now to Exhibit 4, leven without 
the Montreal market (Case I-C), production would 
reach 100 per cent of potential by 1965 and explora- 
tion activity would be increased. 1,800 explora- 
tory wells would be drilled in the year 1967. 
Cumulative virgin reserves would be 8.5 billion 
in 1967 and 4.4 billion remain. 

Adding the Montreal market (II-C), makes 
Linetessary tosinerease exploratory dridling by 
1961 and by the end of the forecast period 2,120 
wells would be drilled annually. Cumulative virgin 
reserves would reach 10.1 billion by 1967 and 5.4 
billion remain. 

As stated in our brief we expect future 
production from Western Canada will be somewhere 
between the Case I-B and I-C levels. 

At this point, Mr. Campbell will continue 
with the reading of the brief. 

MR, CAMPBELL: We have previously stated 


our opinion that the projected demand for Canadian 
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crude oil in Case IB (excluding the Montreal 
refining area and with export demand increasing 
to only 180,000 barrels per day by 1967)is a con- 
servative projection. 

It will be noted from Schedule X that 
under Case [B; with exploration activity main- 
tained at 1,000 exploratory tests per year and 
with an average discovery rate of 400 million 
barrels of new reserves per year throughout the 
forecast period, the industry would reach 68 per 
cent of producing potential by 1962, and 78 per 
eent by 1967; 

Should demand increase as in Case IC 
(again excluding the Montreal market but with 
export demand increasing to 430,000 barrels per 
day by 1967), the industry would reach 85 per 
cent of producing potential in 1962 and 100 per 
cent in 1965. In order to maintain a reserves- 
tO-Droduction ratio of 10 to i, exploration 
activity would have to be stepped up to 1,300 
exploratory tests per year by 1967, and 4.7 billion 
Darrels,.cf new reserves would have :to be. found, in 
the forecast period as compared with 3.5 billion 
barrels of reserves found in Western Canada to 
the send) of 1957 . 

We feel that the growth in export markets 
for Canadian crude oil will probably fall somewhere 


between the B and C levels. 
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In this event, even without the Montreal 
market, and with an exploration activity of 1,000 
exploratory test wells per year, we expect that 
industry production will reach something between 
714,000 and 550,000 barrels per day (between 63 


per cent and 85 per cent of producing potential) 


By 1967, we expect that industry produc- 
tion will reach something between 905,000 and 
1,203,000 barrels per day (between 73 per cent and 
100 per cent of producing potential). 

Pipe line facilities to transport Canadian 
erude oil to Montreal are not likely to be completed 
and in operation before 1961. Even without the 
Montreal market, we expect industry production to 
exceed 66 per cent of producing potential by 1962, 
and an exploration programme of something in the 
order or 1,000 exploratory test wells per year will 
be necessary to supoort this anticivated growth 
in demand. 

We, therefore, can see no reason to 
anticipate any decline in exploration activity in 
Western Canada over the longer term from the level 
or DT O00 Vexploratory test Wells per year reached 
ti OSif 
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For the shorter term, any temporary 


decline in exploration activity due to insufficient 


revenue from production to finance further exploration 
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will be largely corrected by 1962 even without 
this additional market which could not be served 
by a pipe line before 1961 at the earliest. 
As noted in Appendix D, the capital cost 
OL une woipe line facLiities pequired to transport 
anadian crude ofl to Montreal isestimated in 
the order of $291 million, or $206 million more 


4 


than the estimated cost of $35 million to expand 


5 
a 


invgerprovincial's racijities to supply the in- 
creasing requirements of the Sarnia and Toronto 
refining areas only. We believe there is a good 
Drospecy Of a Reasonable increase in éxport: demand 
Within the period of our forecast. Tie Tadus try 
would, in our opinion, be ill-advised to undertake 
a capital expenditure of this magnitude to gain 
entry for Canadian crude oil in a market where 

it would be at a competitive disadvantage with 
imooOrued -OreLen .cmude: OLle. 

The capital requirements facing the 
petroleum industry for exploration and development 
2etiyLcy in the mext ten years, as indicated in 
our earlier submission to the Royal Commission 
on Energy in February, 1955, were estimated to be 
Pie ercer sor $7.4. bi blion,. 

Lc is @learc rrom schedule xX that at allt 
three levels of export demand, a marked increase 
IN exploration activity would be necessary within 


the forecast period to find the additional reserves 
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required to support the total demand under Case IT 
with the Montreal market included in domestic 
demand. 

If the industry were required to meet the 
capital requirements for exploration and develop- 
ment work necessary to furnish crude oil to refiner- 
ies in the Montreal area, we estimate that the 
capital needs of the industry would approach $10 
billion over the next ten years. 


If it were necessary for Canadian crude 


joy, 


oil, in order to gain entry to the Montreal marke 5 
to take a reduction in wellhead price to equalize 
its laid-down cost at Montreal with that of im- 
ported crude.oils, there would not, as previously 
stated, be an adequate incentive to the industry 
in the way of a reasonable return on the invest- 
ment to find and develop the new reserves that 
would be required to supply this additional 

market. 

To. the extent that the competitive ad- 
vantage of imported foreign crude oils in this 
market weré,reduced. by )importequotas or tariffs, 
the refining segment of the petroleum industry 
and the Canadian economy in general would be 
Saddlied with an additional burden of cost in supoly- 
ing the petroleum product requirements of the area 
Served by refineries in Montreal. 

Mn. LOUGHNEY: Conclusions and Recom- 


mendation, 
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. Estimated Increase in Domestic Demand 


for Cannadran Crude Oiis Growth in domestic 


demana for Canadian crude oil will show 


ine inereases over the next ten 


WTeERAPa.e 
J eal De 


Percentage 
Keay, 


Increase 
1967 over 
1952 1962 1967 1958 


Case I (excludi 
Montre 


ng 
al) 366 530 729 99% 
@ase II (including 


Montreal ) 366 735 989 17 0% 


Both these cases of domestic demand 


anticipate an expansion of the market for Canadian 


erude oil in the Toronto refining area, resulting 


in a further penetration of the Montreal market 


through the displacement of eroducts relined im 


Montreal from imported crude oils with products 
refined in the Toronto area.from Canadian crude 
Cuis Wey 


2. Estimated Increase in Total Demand 


(Domestic and Export) for Canadian Crude Oil: 


. 


In our ooinion, total demand for Canadian 


crude oil, both domestic and export and Wit, Cie 


Montreal refining area excluded from domestic demand, 


is likely to fall somewhere between Case IB and 


Case IC shown in the following table: 


ANGUS, STONEHOUSE & CO. LTD. 
TORONTO, ONTARIO 


Percentage 
Increase 
1967 over 
ou Pees ae : TORR 1OG 7OL 5QE2 
Excluding Montreal AIDC. Woo 1907 ISS 218) 
Mariet (Thousands of barreis oer day) 
Case I5 466 us 908 95% 
Case IC 1.66 S50 "i 206 159% 


3. Potential Market for Canadian Crude 
Oil in Montreal Refining Area: We estimate tha 
the potential market for Canadian crude oil in the 
Montreal refining area would-not. exceed 240,000 
barrels per day in 1961, would decline to 205,000 
barrels per day in, 1902, inereasing gradually in 
each year thereafter to 261,000 barrels per day 
iy 190, 3 

4, Competitive Position of Canadian 
Crude Oii in Montreal Market and Potential Export 
Markets: Canediennecrude Olieis Am an exce dient 
competitive position in the major export markets 
of the Puget Sound and St. Paul-Minneapolis refining 
areas of the United States. 


It is at a competitive disadvantage as 


against imported crude oils in the Montreal refining 


oe Implications of Committing Canadian 
Crude Oil weserves, ca, Montreal Refining, Area: 
(a) Exploration Activity in Western Canada 


( 


Even without the Montreal market, 


industry product Lonwot. crude oid in 
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Western Canada is expected to exceed 


63 per cent of producing potential by 
1962. A programme in the order of 


iVOO0O exploratory test) wells per year, 
or approximately the level of activity 


— 


reached in 1957, will be required to 


support this anticipated growth in 
demand. 
With the Montreal market included in 
domestic demand, a very marked increase 
im exploration activity would be neces 
sary (U0) Ting tne edd tional reserves 
required to support this additional 
demand. 
If it were necessary for Canadian crude 
Olly 2n Order tO gain entry to the 
Montreal market, to meet the competition 
Of Lmported crude ols, there would not, 
in our opinion, be an adequate incentive 
bo, te andustry in the way of - reason- 
able return on investment to find and 
develop the new reserves required 
to Supply this esddittonal market. 

(b) Capital Undertaking 
With the increase in export demand 
that we feel is likely to take place 
Wii Lie period, of our forecast, the 


iacastey would, in Our opinion, ‘be 
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ill-advised to undertake a capital ex- 


i] 


penditure of $206 million for pipe line 
Paci tLes y Die 22.6 bit ouetourind. and 


develop the necessary reserves to gain 


< 
envry for Canadian crude oil into, the 
Montreal market, wnere it would be at 
a competitive disadvantage with im- 
ported crude) o1ls. 

(c) Rrrect of Quotas and Tariffs 
To the extent that the competitive 
advantage of imported crude oils in 
the Montreal refining area were reduced 
by import quotas or tariffs, the Canadian 
economy in general would be saddled 


With a burden of additional cost for 


petroleum products. 


I woulda like Mr. Campbeil to read our 
recommendation. 
MR. CAMPBELL: oe Recommendation. 


With the prospect of an expanding market 
for Canadian crude oi11 in the United States over 
the longer term, and viewing the problem from the 
standpoint of the Canadian refiner as well as that 
of the Canadian producer, the entry of Canadian 
erude oil into the Montreal refining area would 
not De in tHe best Interests of the petroleum 
industry in Canada or of the Canadian economy in 


eeneral. 
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4 


Accordingly, it is our recommendation 


FOr Che MELbizetrom of Canada's Peserves of erude 


| 


oil in the manner that will best serve the interest 


of the Canadian economy as a whole, and of all 


io) 


segments of the petroleum industry in Canada: 

(a) That every effort should be made by refiners 
in areas served by existing pipe line 
facilities, to utilize Canadian crude Cid 
to the greatest extent that is economically 


feasible and to enlarge the markets supplied 


from refinery areas served by existing 


pipe line facilities. 
db That every effort should be made bj the 
Vv 


Canadian Government through representations 
at the highest level to the Government of 

the United States, to secure a reciprocal 
arrangement which would permit the unrestric- 
ted flow of crude oil and natural gas 

petween Canada and the United States, to 

the mutual advantage of both countries. 

that Ls our submission, Sia. 

THe CHAIRMAN: Thank you very much 
indeed, Mr. Loughney and Mr. Campbell and gentle- 
men’. T think we shall have a ten-minute break. 

MR, PATTIGLLO: Mr. Chairman, just 
before we have the break, because of our schedule 
being oretty tight, may I make this suggestion 


to the company and to the Commission, that we 
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Sit tonight until five o'clock and that we start 
tomorrow morning at nine-thirty. One of the 
problems tomorrow will be that we will have to 
Stop the sittings at four o'clock, because this 
room will be required for other purposes; so I 
was thinking that if we did those two things -- 
mind you, I realize I am asking a lot of the 


Q 


Reporters, the Commission and the Company, to 

Si Wii cial tive ole lock. put iG age try to make 

Seo Up Go them in, nov, sskine Gitriouns questions, 
THE CHAIRMAN: DcAMASUrs, nas. far wes 

the Commission is concerned, they are very 

sensitive to the problem we have got ourselves 

into of being so crowded as to time in the matter 

of our schedule and we would be Willing to sit 

and try tO Set. through the Log, jam... I presume 


4 


that would be satisfactory to counsel; they would 
be quite happy with that arrangement. Mr. 
Frawley? 

MR. FRAWLEY: Yes, Sir. 

THE CHAIRMAN: Is that satisfactory 
to you, Mr. Loughney? 

MR. LOUGHNEY: Ne Si. Sec 

THE CHAIRMAN: And can you worl that 


4 


out, Mr. Reporter? 


THE REPORTER: Garters Wie gh 
THE CHAIRMAN: All Pight. »pWe widl have 


a ten-minute break and carry on until five o'clock. 
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THE CHAIRMAN: Gentlemen, the Commission 
will now resume its hearings. Mit. Paw is wor? 
MR. PATTILLO: thank yyou, Win, oChatrinan:. 


lies oLoughney, i will address the ques- 
TLOnS CO yOu, .aRma-you can answer them yourself 
or cesignate anyone whom you wish to answer them. 

hrretiyely weeld Likesato try and cet. if 
i Can, On the record the wesentifacluaie situarion 
of B-A and its operations in Canada, and the 
operations of Gulf in the United States and in 
the world. otarting in with the shareholdings 
of B-A, what percentage of the shareholdings are 
presently owned by Gulf? 

MR, LOUGHNEY: Pifty-elght per cent. 

Dee PALE: And of. the remaining 
42 per cent what per cent is held in Canada? 

MR. LOUGHNEY: Rea eee Cents 

Mi. PAT ELULOS Ore soe 

MR. LOUGHNEY: Yes. S10. 

MA. PATTILIO: Approximately one-third 
of the remaining shares are held in Canada. Where 
are the other two-thirds held? 

MR. LOUGHNEY: Wel i aciuahly . Gur 
holds 56 per cent, and 6.32 per cent are held 
in the Uniged, Staves iby others. and 3.35 ather. 

ME. PATE OLD: Dona o cthew3e,) peT 
GentuisJof the whohe end, not ‘of the remainder? 


MR. LOUGHNEY: Tie ey Len Giant, Tes, 
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Mo er PELL 3 {i notice that you very 
recently had an annual meeting and that a new 
board of directors was elected: of the present new 
board how many are Canadians? 

MR. LOUGHNEY: There are nine. 

MR. PATTILLO: And how many non-Canadians? 

MR. LOUGHNEY: Six. 

MR. PATTILLO: Are any of the non- 


Canadiang nominees of Gulf? 


MR. LOUGHNEY: No, Sav. 
et wee I BL YS Of the six non-Canadians 


on the board how many of them, if you know, were 
former employees of Gulf in the United States or 
elsewhere in the world? 

MR. LOUGHNEY: Three, 

Di eer iL That would be Mr. Brock, 
yourself -- and who else? 

Ne. LOUGHNEY: Me, J: LL. Linker, Vice= 
President of Marketing. 

MA. PATTELLO: Are any of the directors 
ef B-A also directors of Gulf? 

MR. LOWGENEY:- Noy sir. 

MN > OP AsO : Do any of the directors 
of B-A hold any position in the Gulf organization? 

MR. LOUGHNEY: No, they do not, 

MB. APA ET GLO: There has been evidence 
given that Guif operates in Venezuela; is that 


CcOrPpect? 
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ONTARIO 
LOUGHNEY: Mees oe 

PATTILLO: And that it also operates 
Hast? 

LOUGHNEY: COP REC tr 

PATTILEO: And that,it operates in 


LOUGHNEY: Yes. Sit 


PATTILLO: Aly IV COrrect era. Trine 
the producing business of oil in 
territories? 

LOUGHNEY: pica ar Mea Samat Bs 

PATTILLO: Does B-A, through a sub- 


epera ve a prucucinge Gusciness. in Texas? 


Le does, “yes, "sir 


vg ig Ha i Dt Where does that sub- 


sidiary of SA seit *its produetion? 
oS 


M2 
VU, 


States. 
MR , 
MR 


Le 


LIA” Cie t wis 


MR, 


in the United 


LOUGHNEY: It is sold in the United 
PACE TIO To whom? 

LOUGHNEY: To whomever they can 

Y py ee. 

PAPT LOGO: GUiT? 

LOUGHNEY: Guifr is one of the pur- 
PATTILLO: Does the B-A subsidiary 


states operate any pro rationing? 


Yee, (ib .do0es, 


PATTELEO: And Gulf also does in 
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the United States? 

MR. LOUGHNEY: Yes ec. 

Mien PALTLULOS Am I correct in thinking 
that in the Middle East and in Venezuela, Guif 


does not operate under pro rationing? 
MAR, LOUGHNEY: Not unless it is a self- 
imposed pro rationing due to market positions. 
MA. PATTILLLO: Where does B-A carry 
on producing operations in Canada? 
MR. LOUGHNEY: Producing operations? 
Mi Pe eis: ea. 
Mn. LOUGHNEY: In British Columbia, 
Alberta, Saskatchewan and Manitoba. 
ME. PATTILLO: Live lh Tour provinces? 
bie. gt WUGINE YS. Yes, sii, 
ik. PALO. And vnas: 1 v. productLon 
IM. li tou proyvinees? 
MR. LOUGHNEY: Yes, 2b has. 
Ma, PATEIELO: What is the aggregate 
MPn of B-A at the present time from its producing 
operations in Canada? 
MR. LOUGHNEY: 78,108 barrels. 
Mie, PATO Per day? 
MR. LOUGHNEY: Yes» Sir, 
MR PATEL ELGG: And, actually, what is 
the company producing and selling per day at the 
present time? 


MR... LOUGHNEY: I can give you the figure 
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for the month of March. 

Mi FRETS: Lhav Will be fine, 

MR. LOUGHNEY: In Alberta, 26,026 
barrels; Saskatchewan, 9,034 barrels; Manitoba, 
456 barrels; British Columbia, 106 barrels; for 
a total of 35,652 barrels. 

MR. PATTILLO: And Alberta is the only 
place where you have pro Pavicning in these four 
provinces? 

MR. LOUGHNEY: Yes, sir -- that is, pro 
rationing to market demand. 

Mi. PATTIDLO: What is the company's 
practice so far as its production in the other 
provinces is concerned: does it use its own pro- 
duction, or does it sell it to third persons? 

MR, LOUGHNEY: Well. part. Of 1c we use 
in our own operations and part of it is sold to 
others. 

MR. PATTILLO: L6G me pus this to you: 
do you merely sell the excess of your requirements 
to others so far as the other provinces! produc- 
tion are concerned? 

MR, LOUGHNEY: Actually, we are a net 
buyer to Canada; that is, we buy more crude than 
we produce. 

MK. PATTILLO: understand that, but 
I am thinking about your production in these pro- 


vinces of Saskatchewan, Manitoba and British 
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Columbia: you have a pretty small production in 
Manitoba; do you use that entirely yourself? 
MR. LOUGHNEY: Mr. Campbell will answer 


that. 


MR. CAMPBELL: Me. PactlLivo, our produc- 
tion in Saskatchewan and Manitoba is going into 
pipe line blended screens; part of those blended 


screens gO to our refineries, and part of the 


Screen goes vo others. Does that answer your 
question? 

Mi PATTILLO? No, it doesn't quite 
answer my question, Let us take your Saskatche- 


Wa proaucvion, which 1s quite substantial -—- 
19,000? 

MR. CAMPBELL: Nine thousand, 

Mi, PATTIE: Do you nominate for ship- 
ment over the Interprovincial that whole 9,000 
barrels for yourself -- I concede you don't get the 
actual barrels you put in there out, but do you 
get the equivalent amount out for B-A's own re- 
fineries? 

MR, CAMPBELL: Yes, we take out more than 
that. 

MA 6. PATTIE: So, what I am getting at 
is, so far as your production in Saskatchewan, 
Manitoba and British Columbia is concerned, posted 
price is Of no Significance to B-A? ie is. the 
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that only need come into the pictures ta that 


correct? 
MR. LOUGHNEY: Yes, bul: the posted 
DPI CeyiIS 201 Ssieniricance:, We buy more crude than 


we produce. 

MR. PATTILLO: t appreciate that, but 
that only relates to the excess over your own 
production, doesn't it? 

MR. LOUGHNEY: That is correct. 

Me PAL T ILL: fnadealing with sour 
refineries, where is your most easterly refinery 
in Canada? 

MR, CAMPBELL: In Montreal, 

MR. PATTILLO: What is its capacity? 

MR. CAMPBELL: Fifty thousand barrels 
6G: files i a 

ME. PATTILGLO: What is the source of 
its crude? 

MA, CAMPBELL: Ocean-borne crude, mainly 
from Venezuela, 

Pie PARTE EO: When you say mainly from 
Venezuela, what per cent? 

MR. CAMPBELL: In 1957 it was all from 
Venezuela. there would be a small amount of 
Kuwait come in in 1958. 

Mk. “PATTILIO: Was all the crude pur- 
chased trom Gulf or ome of ite affiliated con- 


panies’? 
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MR, CAMPBELL: No. 
JAH oe age ala OP PL @ 7 Wao proportion or iy is 


purchased from Gulf or an associated company of 


Gulf? 


MR. CAMPBELL: Eighty per cent from 


Mene Grande. 


MR oe PART EELO: In which Gulf has a 
50 per cent interest? 

MR, CAMPBELL: No, Gulf owns 100 per 
cent. 

Ma. PATE ELEOs In connection with that 


Mene Grande, was there some arrangement between 
Gulf and International Petroleum relating to the 
production of that company? 

MR, CAMPBELL: Well, Mene Grande is a 
100 per cent Owned) Gulf company, and the conges-~ 


Sions that are held and operated by Mene Grande 


are Owned (50 per cent by Creole and International . 
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MR, PATTILLO: I knew they got in there 
somewhere. Now, Shell Oi1 also sneaks in there 
too somehow, doesn't it? 

MR. CAMPBELL: Pardon? 

MR, CALTICLO: — gay shell O11 sneaks in 
too somehow. 

MR, CAMPBELL: I want to make a 
correction. 25% Shell, 25% International, 

MR. FRAWLEY: And 50% Creole, 

MR. CAMPBELI: That is right, 

MR. FRAWLEY: 25% Shell and 25% Creole, 

MR. CAMPBELL: 25% Shell and 25% Inter- 
national, 

MR. PATTILLO: Now, your next refinery 
moving west is at Clarkson. 

MR, CAMPBELL: That is right. 
MR. PATTIOLO: Ite capacity i's how much? 


MR, CAMPBELL: 60,000 barrels daily. 


Ma, PATTILLO: What is the source of its 
crude? 

MR, CAMPBELL: Mainly Canadian crude, 
Venezuelan crude coming in at the present time, 

MR. PATTILLO: Is that Venezuelan crude 
coming in to round out -- 

MR. CAMPBELL: Specialty crudes for asphalt, 

MR. PATTILLO: That crude that is coming 
in for the Clarkson plant from Venezuela,is that 


acquired from Gulf or some affiliated company of Gulf? 
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CAMPBELL: 


PATTE LEO: 


CAMPBELL: 


PATTILLO: 


CAMPBELL: 


PATTILGO: 


CAMPBELL: 


PATTILLO: 


come to Edmonton next, 


MR, 
MR, 
MR, 
MR. 


entirely? 


MR, 


of building a 


Caan Ly, 


operation? 


MR, 


CAMPBELL: 


PATTILLO: 


CAMPBELL: 


PATTILLO: 


CAMPBELL: 


PATTILLO: 


CAMPBELL: 


PATTILLO: 


CAMPBELL: 


PATTILLO: 


refinery 


CAMPBELL: 


PATI GiGn@: 


CAMPBELL: 


No, 

The next refinery moving west 
Moose. Jaw, Saskatchewan, 
What is its capacity? 


LD 000 barrels daily, 


It is using Canadian crude 


Theehs righ. 


And then moving on we 


do we or Calgary? 


Calgary. 
What is its capacity? 
6,800, 


It is using Canadian crude 


That is correct, 

Edmonton? 

Edmonton 7,700. 

Using Canadian crude entirely? 
Tne tel Ss iconve ct. 


Then you are in the process 


in British Columbia? 


That is right, 20,000 barrels 


When will it come into 


It should be ready by 
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November of this year. 

MR, PATTILLO: What is the intention 
regarding its source of supply? Will it be 
Canadian? 

MR, CAMPBELL: Canadian erude, 

MA. FPATTILLO: Entirely? 

MR. CAMPBELL: That is correct, 

MR. PATTILLO: In addition to the 
refineries that we have just mentioned that are 
either in operation or are under construction, 
has the company any other plans for further 

xpansion of its refinery processes? 

MR, CAMPBELL: We have made no decisions 
on any further expansion. 

MR, PATTILLO: While I am on the question 
of refineries, what refineries has Gait aon the 
United States which are in close proximity to the 
Canadian border on the West Coast and we will (exe) 
as far south including the San Francisco Bay area, 

MR. CAMPBELL: My understanding, Mr. 
Pattillo, is that Gulf have no refineries on the 
West Coast of the United States, 

MR, PATTILLO: Do you know anything about 
a company by the name of Union? 

MR, CAMPBELL: Yes, 

MR, PATTILLO: Has it got any refineries 
on the West Coast? 


MR, CAMPBELL: I understand so, yes. 
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Mi. PASTILEOs Am 1 correct am thinking 
that Gulf has a very suostantial investment in 
Union amounting to $120 million of debentures 
which are convertible into common shares of Union's 
2G CULES OD CLOn ? 


MR, CAMPBELL: That is my understanding, 


MR, PATTILLO: Where are Union's refineries 
on the west Coast? 

MR. CAMPBELL: They have onein the Los 
Angetes area, L understand one in San Francisco 
bay area . 

MR. PATTILLO: Can you tell me the capacity 
of the one in the San Francisco Bay area? 

Mia COM phe!) Lh wild Lookwat wp for “you. 

My, PRP iLL? Then you, 

MR, CAMPBELL: One at Oleum has the 
capacity of 45,800 barrels daily. 

MR. PATTILLO: Do you know what the source 
Of vHe Grude is Ghat 2b Ls Using? 

Mee ORMPERI a. No, Lidom't. Mr, Patoiiio, 

MR, PATTILLO: Can you tell me whether 
Cnere are ahy Ovunerieiineries of Guilt or Union 
Ciabeare an Close Proximity co the Interprovincial 
Pipe Line? By that I am thinking of these States 
of Ohio, Illinois, Michigan and the middle western 
states below the border, 


MA. CAMPBELL: Gulf has one at Cincinnatti 
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ANGUS, STONEHOUSE & CO, LTD. 
TCRONTO, ONTARIO 


and one at Toledo. I think that comes within the area 
asked. 

MR, PATTILLO: What is the capacity of the 
one at Toledo? 

MR, CAMPBELL: 42,000 barrels daily. 

MR, PATTILLO: Do you know what the source 
Of 1s, crude. is? 

MR, CAMPBELL: No, I am not sure, Mr. 
Pattillo, ~ would imagine it would come from the 
southwestern - - 

Mine PATTILLO:, Does. any of the crude of 
the B-A subsidiary in Texas land in that Toledo 
refinery? 

MER. CAMPBELL: I cannot tell you that, 

I don't know. 


NT 


MR, PATTILLO: Can you make inquiries and 
® iniorma tion. is. optainabile? 

MR, CAMPBELL: Yes, we will make inquiries. 

ihe Ae iLOm Thank vou. Now, im addition 
to the refinery at Toledo, have you any others 
that. are closer to. the Interprovinctial. Pipe, Line 
than Toledo? 

MR. CAMPBELL: Any Gulf refineries? 

MR, PATTILLO:. . Yes. 

MR, CAMPBELL: No. That would be the 
closest one. There 28, another. at Cinecinnatti, 
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MR. CAMPBELL: A Tittle Turther distance, 

MR, PATTILLO: What about Union? Has 
Union any other refineries that are in closé proximity 
to these pipelines? 

My CAMPEEL GE: “DL owilll have to look that. up 
Fore you, Jirt Pavel lio, (b doener think so. Pipelileve 
Chat their refineries are all “in California and one 
small one in Montana,. 

MR. PATTILEOS Wiere 2s the’ one in Montana)? 

MR, CAMPBELL: Cut Bank. 

MAS PATEL Whar 2s 1cSs eapacity? 

MR. CAMPBELL: 3,800 barrels per day. 

Pin PAPTrenoO: That Ls Just south ‘of che 
DOrIST, 6 eo mous 

Mk, CAMPBELLS Yes, about 40 mites. 

MR. PATTILLO: Have they any other refineries 
on the West Coast other than the one you gave us closer 
ZO che Canadian border? 

iy CAMPREmE: No, © think -thae is the closest 
one, There Decone imine San Francisco area, 

Min rATURERO, Does Union “carry on a produc- 
Iie DUuSiness in Alberta? 

Mine LOUGHNEY: “Yes, ‘sii. 

MR. PATTILLO: Do you know anything about 
its MPR? 


MER. LOUGHNEY: “I know nothing about it, no 
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of the Union here in Alberta, do you know? 

MR, LOUGHNEY: I believe it is Mr. Babsom, 

MR, PATTILLO: May I direct some questions 
LO your Nonbreal operations... This crude that you 
are presently bringing into Montreal, are you bring- 
ing that in under any written contract to purchase? 

MR, CAMPBELL: Yes, we are, 

Mis. PATTILLO: How, lone has that. centract 
to run and what are your obligations under it? 

MR, CAMPBELL: We have three contracts -- 
no, two contracts for Montreal. One of them 
xpires at the end of 1960. 

MR, PATTILLO: That contract is with whom? 

MR, CAMPBELL: Creole, One expires at the 
end of 1954. I was incorrect -- there are three 
actually. One at the end of 1964 and the other 
St the end of 1966. 

MR, PATTILLO: That one that expires 
at the end of 1964, with whom is that? 

MR, CAMPBELL: Mene Grande, 

MR. PATTILLO: The one that expires at 
the end of 1966, with whom is that? 

MR.CAMPBELL: Also Mene Grande. 

MR. PATTILLO: Now, under these contracts 
is B-A committed to take a daily minimum amount? 

Mi. CAMPBELL: We are under the one contract. 

Mis PAlTLebLo> Which «contract..1s. that? 


MR, CAMPBELL: The one that terminates 
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December 31, 1966, 11,000 barrels per day. The other 
one for the balance of our requirements including 
Spetilalty crudes, 

MA PATUILLO A Lo correct in thinking 
that under that other one you are opligated to take 


Lnery crude from 


Fry 


aviimhe excess* or your Montreal re 
ae 

MR. CAMPBELL; Yes, we have a contract for 
the requirements. 

May PaeveroO: So that. you are under an 
Obli sation with Creole tortake PLL.000 barrels a day? 

ME, CAMPBELL: May 1. correct that. By 
11,000 barrels per day is a contract with Mene Grande. 

MR, PATTILLO: Then you have another 
contract with Mene Grande to take all of the excess 
of your requirements, 

May CAMPBELL? (That ts essentially correct, 
Mr, FPactisloy abchougt thers are clauses whieh 
provide Tor “purchases of crude from others, depending 
on the teebces, 

MAS PATTELOOS Well, would you mind filing 
these contracts with the Chairman because it seems 
to me: I am mot olns to be able Wwe iset thenfull 
effect from it in any other way. It would just be 
for examination by the Chairman, 

MA.. CAMPBELL: I would be glad ‘to. 

MA. PATE eGe Sean. Mipea schists Min’ Campoell: 


is the effect of these contracts, about which you 
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have been talking, but until 1966 B-A oil could 
not purchase any of its crude requirements for its 
Montreal refineries from Canada if it wanted to do 
SO without breaching its contract. 

MR. CAMPBELL: Except under certain con- 
Gittons, Mey Praviiids, 

MR, PATTILLO: Can you sum up those con- 
GQattons Torus? ifethat ise your situation I can 
see why you don't want Canadian crude coming into 
Montreal very quickly. 

MR, CAMPBELL: Let me read you from the 
CONTraASE : 

"Tf in the future by reason of any statement 
VOt DoluCy wd. Co LLOn or Wish OL ve 

"Canadian Government, the buyer deems it 
Iovwisape thee As eritien American, or it 
“ene Uyer LS vonlieated by decree or any 

"order of said government to use Canadian crude 
"oil at its Montreal East refinery then the 
“buyer shall have the right to accept Canadian 
‘opude oil and reduce its commitment under 
"this contract by an equivalent quantity". 

MR, PATTILLO: So short of government 
intervention you have no right to voluntarily take 
Canadian crude at Montreal? 

MR, CAMPBELL: Well, it depends on what 

Ils 


you mean by “intervention”. We feel this is fairly 


broad by reason of any statement or policy or 
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indication or wish of the Canadian Government and 
also by decree, 

MR. COMMISSIONER HOWLAND: What is the 
date of that agreement, Mr. Campbell? 

MR, CAMPBELL: September 1, 1955, 

ME. .PATILLOs 2 assume, Me. Campbell, 
would 1G be fair <o Say that that 6lause COG Li 
there at the request of B-A? 

MR, CAMPBELL: That is correct. 

MR, PATTILLO: And as Dr, Howland has 
brought out, this contract was entered into more 
than two years ago. Was Ph ownnking av ae>> chase 
the government might require at some time in the 
future the use of Canadian crude at Montreal? 

Mi CAMPBELL: * Mr.) Pattillo, we felt 
that it was in our interest and in the interest of 


Canada that we would be protected to that extent, 
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iy tn other words 


yOu consider theta. definite possibility? 


MR, CAMPBELL: Yes 
Mi. PATTILLO: Now, 
erude from Venezuela to Portl 
MR. CAMPBELL: BY 
MR. PATTILLO: Do 
Mi. CAMPBELL: We 


how do you get your 


J 
and? 
eunG 


ank ship. 


Toma 
LoL 2 


you own tne tan! 
own one, 


Gulf use any of 


Ma. CAMPBELL: No, 

MR. PATTILLO: Does any associate company 
of Guif or B-A own any other than the one? 

MR, CAMPBELL: NO. 

Views PATTILLO: Are the other tankers that 
you are using under long-term charter? 

MA, CAMPBELL: Yes, they are, 

Pies PRE LGLOs When would the charters 
terminate? 

MR, CAMPBELL: One expires January 1,1965, 
one expires April, 1974, one expires February, 1959. 

Dts | eA le Lalg rs so that if a pipe line 


aid go to Montreal you would 


two long-term charters that w 


pe confronted with 


ould be outstanding 


that you would have to get rid of? 

MR. CAMPBELL: Sys Gi Meta Smeal oad ge 

Vie ADI Lilo. What are your rates that 
you are paying under the charter whish has 1965 
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termination? 

MR. CAMPBELL: i prefver eto fide: that 
Wah, the. Chairman, Mir. Patio. 

ME PADDLE. And would you do the same 


im connection with the others? 


Ma. CAMPBELL: ists 
MEA» PATTEULLO: Now, do you transport 


all your crude with these four tankers, the one 
you own and the three you have under charter, long- 
term, or do you use any spot charters? 

MA. CAMPBEL?: We sometimes use 
spot charters. 

MR, PATTILLO: What per cent of your 
crude that you are transporting to Montreal comes 


by way of spot charter? 


MR. CAMPBELL: ttowe li be very Littke 
LAs Wear us iieesPatTy hic, Wesareleandattie lone 


on shipping. 


Mee LO: Now, what do you figure 
it costs you per barrel to transship your crude 


from Venezuela to Montreal throuczh the Portland- 
Montreal pipe line? 

MA. CAMPBELL: That is the information 
[I said we would have to file with the Chairman, 
Mes Papi dbo: 

Ht eae ATES Qs And would you file also 
the cost picture regarding the Middle East that 


OU are. brivnicine in for transvortation? 
oO oS A 
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Mi. CAMPBELL: Yes. 

MR. SPATTIALO: Now, what per cent of 
your Cuude wequirements for Montreal do you. bring 
by tanker directly into Montreal? 

MR. CAMPBELL: Very litule: possibly 
one or two cargoes a year. 

MRE  PAPTI GLO: Now, regarding this 
F 


Montreal-Portiand pipe line, what per cent interest 


does B-A have in that? ta it, 1G per cent? 
MA. LOUGHNEY: Eighteen per cent, yes. 
MR. PATTIELO: And is the cost of 


originel investmeny by B-A. in that substantially 
recovered? 

MR. LOUGHNEY: No. We paid $542,000 
for Our shaves, nd we have received: one very small 
dividend since. 


Nie ns. Gate Have you looked to see, 


supposing the Portiand=-Montreal pipe line was 
abandoned tomorrow, how much there would be in 
the company's coffers that would be divisible 
amongst the shareholders anc what you would re- 
ceive against that $500,000 investment? 

MAR. LOUGHNEY: How much equity we would 
rece. ve. 

Wire PATE TLL How much you would get 
back, supposing the Portland pipe line was wound 
up tomorrow and it was unable to dispose of its 


pipe dine? 
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MR. LOUGHHNEY $ It wouldn't be a case 


3 


Of getting anything back, 2G would be a case of 
how much we would put in. 

Me. PATEL LOs The cash funds would be 
insurticient to discharge the debt? 

MR. LOUGHNEY: Yes. The long-term 
debt 18 in 6xcees of $7 milivon. 

Mit PATTI CoO: Do you know what its 
current Liquid assevs are? 

MR, LOUGHNEY: We have the statements 
which are furnished as shareholders in Portiand- 
Montreal. However, this pipe line is going to 
appear before the Commission, and I would prefer 
tiae you Obtalm thay informavion from them. 

. PAE ULOy Dok Piet, po. Touenney, 
thank you. 

Now, in connection with this crude that 
you are buying for your Montreal refinery, is 
there any reduction, drawback, or discount from 
the posted price in Venezuela because you are 
entering into a long-term contract? 

MR. CAMPBELL: We are paying the posted 
DeLee, ie. Pavuaiio. 

Me ee ea ¢ for aie your CL that 
is coming from Montreal you are paying the posted 
DHieLces 

MR. CAMPBELL: Tia is COrrecy: 


MR. PATTILLO: And you do not get any 
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drawback from that at any time? 

MA. CAMPBELGS “No, Sir. 

MR. PATTILLO: Now, I would like to deal, 
if I may, for a few moments with the producing 
situation in Alberta. Do you think that the 
present situation in Alberta is a satisfactory 
One Ssoller as the producer is. concerned? 

MA. LOUGHNEY: oo far as the market 
Situation 18 concerned? 
iy. PALL IULO: Tesi 

MA. LOUGHNEY: No. 

MR. PATTELIOs How long do you think 
the market situation has been unsatisfactory so far 
as the Alberta producer is concerned? 

MR. LOUGHNEY: Well, it has been deterior- 


— 


ating Sines 1957, following the correction of the 
Situation in the Suez Canal. 

hiding gs Wibal ig NOY De you think that if 
there is no improvement in the market situation 
for the Alberta producer in the near future the 
result may be very detrimental to the small in- 
cepenceny producer? 

May I say that when I say independent 


Dersor who iS only in 


rob) 


preducer si am thinking oF 
the producing business as aS opposed to producing 
and refining. 

MR, LOUGHNEY: Well, the loss of revenue 


resulting from low levels would certainly have an 
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effect on his operations as it does any company 
in the producing business. 

MR. PATTILLO: Do you think that the 
sales of Alberta crude would go up if pro rationing 
was removed and the one-price system, everybody 
allowed to sell for whatever they thought they 
could get? 

MR. LOUGHNEY: I don't believe it would 
have much effect under present conditions in tie 
world as far as over-production is concerned, no. 

MR. PATTILLO: If you removed pro 
rationing from Alberta do you think velar: Mae 1a Gu Ge: 
would remain the same or do you think it would 
drop, of Alberta crude? 

MR. LOUGHNEY: Remove pro rationing, 
market demand? 

MR, PATTILLO: Wer. 

MR LOUGHNEY #\ Ne, LI don'tsbéelieve iv 
would affect the price. 

MR. PATTILLO: You wouldn't expect 
any drop in price? 

MR. LOUGHNEY: No, I wouldn't. 

MR. PATTILLO: Now, Mr. Loughney, 
as an official of one of the substantial pro- 
ducers out here, do you consider that there is 
any obligation on people who are in the oroducing 
business in Alberta to go out and seek a market 


for their products? 
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MR, LOUGHNEY: NW Job, epeaking for 
ourselves, yes, we do, 

May PADTTELLO: Do you consider that 
there is any obligation on any verson, any company 
that is coming into Alberta and has producing 
facilities and has refining facilities elsewhere 
to do something about taking some portion of 
their production in Canada into these refineries? 

MR, LOUGHNEY: Well, Lf the production 
is accessible to their refineries at a competitive 


price of crude, I would say yes. 


Mi, PATTIELLO: When you were an officer 
in Canadian Gulf -- and it was a subsidiary of 


Gulf, wholly owned subsidiary, wasn't it? 

MR. LOUGHNEY: It was. 

MA. PAPTILGO: -~- and you had production 
here in Alberta, did you ever approach the officers 
of Gulf in the United States to endeavour to get 
them to take some Alberta crude or Canadian crude 
in’ tie Toledo refinery? 

MR, LOUGHNEY: We had some discussions 
about it, yes. 

MR. PATTILLO: Why wouldn't they do it? 

MR. LOUGHNEY: At that time we didn't 
have sufficient crude to make it worth while, 
considering the fact that there is no pipe line 
into Toledo, and later on we succeeded in develop- 


ing markets within Canada for crude. 
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Mine Pee Cio: Diice thas last July 
have you approached the Gulf people, you or any 
other officials of your company, to see wnether, 
if a pipe line was extended to Toledo, Gulf would 
take any Canadian crude in its refinery there? 

MR, LOUGHNEY: We have, yes. 

MA. PATTELLO: What did they say? 

MR. LOUGHNEY: Mr. Campbell, I believe, 
is more familiar with this, 

MR. CAMPBELL: We had some discussions 
With) Chem, Mr. Fattilloe, about taking Canadian 
crude into the Toledo refinery; that has been 
within the last two or three months. We have 
not as yet been able to work anything out with 
them, 

Via PAVTILEO: Can you.help us a 
little more than that? That really is not 
very informative to the Commission except nas 
we have got a deal. Have they turned you down 
lari? 

MR. CAMPBELL: No. 

MA. PATTILLO: Do you think they are 
prepared, if the price is right, to take Canadian 
crude to Toledo? 

MR. CAMPBELL: I don't know, Mr. 

Papur lilo, We are €O0ine to continue the discus- 
Sions. We have been very busy in the last few 


weeks and haven't been able to get back to them. 
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WR, PATTILLO: I appreciate why you 
have been busy. IT would wish you had been busy 


another day to have the answer to this. When 

you had your talk with the Gulf people about Toledo 
did they tell you what price would have to be 

laid down Toledo before they would be interssted? 

MR. CAMPBELL: No. he > indi caved, 
Mr. Pattillo, our discussions so far have been OT 
a preliminary nature, plus our LAveEntLoON TO COr-— 
DLOUE:. 

Mk. £L£Arrium: What I am interested in, 
how preliminary have they been? Have you just 
simply said, "Say, I would like to take up this 
question of Canadian crude with you at Toledo 
some time," and did they say, ‘That would be 
fine," or did you get a little further along than 
that? 

MR. CAMPBELL: Well, we have indicated 
to them the types of crude and the prices at which 
those crudes lay into Sarnia at the present time, 
what crudes are available from Western Canada. 

MR, PATTILLO: When you did that did 
you put it to them like this: "We have got some 
how or other to get more on the market, and we 
think you should assist by taking some Of LU 
into Toledo"? 

MR. CAMPBELL: No, I wouldn't say we 


have gone that far with them. We have been 
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busily engaged in extending the market for 
Canadian crude in the Province of Ontario. 


Maw PATT PEL: IT am going to take 


that up in a moment, but I am trying to see how 
We WLLL be able to put this Canadian crude on the 
market. Have you, or the Gulf, approached the 
Union Company and said, "We think you should be 
using some Canadian crude"? 


MR. CAMPBELL: We haven't been talking 


to them in the last two or three months. We 
sold them some during the Suez difficulties. We 


have not approached them within the last two 
MOnvis ue e PavuLlie, We don't know very much 
about Union. 

MR. PATTILLO: Well, somebody must or 
they wouldn't have loaned them $120 million. 
When Union gave up buying after the Suez crisis was 
over did you make any attempt at that time to say 
to them, “Look, fellows, we think you should con- 


tinue to take some Canadian crude. Lf the 


country is good enough to bring out this natural 
resource you should take some"? 

MR. CAMPBELL: Yes, we attempted to 
continue selling them Canadian crude. 

MR PAT IEG: There wasn't a reason- 
able profit? 

MR. CAMPBELL: It appears the tanker 


rates went down suostantially. 
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MR PATTE LILO: Accordine’ to your brief, 
there is very little difference in the cheapest 
crude laid down in the San Francisco Bay area? 


MR. CAMPBELL: I don't think we included 
i OUT Draet any prices in the San Prancisco area. 

Mi PAPEL Os Perhaps 1 am in wrong, 
perhaps I was just looking at the --- 

MR. CAMPBELL: We understood they had 
erude commitments in California. 

MR. PATTILLO: Do you know whether they 
had any long-term supply contracts such as the 
people in Montreal which might preclude them from 
taking Canadian crude? 

MR. CAMPBELL: I don't know. 

MR. PATELILEOs Mr. Loughney, from your 
experience in the oO1l Dusiness, As 1b usual for 
refiners to have requirement, total requirement 
contracts such as you have for your Montreal 
refinery? 

MR. LOUGHNEY: £ don'> reel qualified 
to answer that question. I would prefer that 
Mr. Campbell answered it. 

MR, CAMPBELL: We don't know much about 
the contract obligations of other refiners. That 
contract was negotiated at a time when there was 
no over-supply of crude oil and we wanted to assure 
ourselves of g@iscentinuous suppiy of crude o11 for 


our Montreal refinery. 
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Mh. PART LEO Do you know whether, for 
instance, the Toledo refinery would have any long- 
term contracts with anybody for its supply? 

MR. CAMPBELL: IT don't know. 

MR. PATTILLO: They certainly didn't tell 
you that when you made this inquiry, in any event? 

MR. CAMPBELL: No, we had no indication. 

Ma PADTELLO: Would you endeavour to 
find out. for the benefit of the Commission, Mr. 
Campbell, what the practice is in the United States 
as to long-term requirement contracts by different 
rerineri es? 

MR, CAMPBELL: We will make inquiries, 
Suis 

HR. PATE LLL: Now, Mr. Loughney, have 
you, since the market started to go off last year, 
gone to any of the producing companies who are 
operating in Alberta and who have connections in 
other countries to see what they might do about 
assisting to build up the market? 

MR. LOUGHNEY: Other producing companies 
in Alberta? 

ME. PAPI ELC: Ves. 

MR, LOUGHNEY: Building up the markets 
in Canada? 

MR. PATTILLO: Building the markets up 
in Canada or building them up in the United States? 


tT am thinking of the Standard of California, for 
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example. 

MR. LOUGHNEY: NG,’ 1 have nov, 

MR. PATEL: Now, I am very interested, 
in the light of what you have told us, about your 
Montreal commitment, about your ideas as to re- 
versing this products pipe line, and I would like 
to ask you some questions, first of all, about the 
products pipe line and then this idea. How wide 
is the right-of-way? Do you know that? 

MR. CAMPBELL: Well, most of 25 1s 
60 feet. I believe there are some places where 
it is as narrow as 10 feet. 

MA. PATTIE: Would these 10-feet 
widths be any considerable distance? 

MR. CAMPBELL: No, they are not; they 
are primarily on Hydro rights-of-way where there 
ave OTNer pipe Lines and there 18 2 20-foot right- 


of-way, which is normal. 
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MR, PATTILLO: Do you happen to know any- 
thing abouw the location of the line inthe right- 
of-way? 

Mi CAMPBELLS Wells mos of Lt As within 
15 to 20 feet of the edge ofthe right-of-way. 

ME. PATTILDO! So it) would be possible, 
in so far as the 60-foot strips are concerned , 
to put a crude line down there as well as in that 
right-of-way? 

R. CAMPBELL: Well, it would be possible 


fEeSe 
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Oo 
ie 
iS 
(2) 
Si) 


on the line of the right-of-way, y 
MR, PATTILLO: Now, am I correct in think- 

ing that you envisage that the Canadian refiners 

in the Toronto and Sarnia area using Canadian crude 


are going to be able to back up the products coming 


from Montreal which are being produced from foreign 


MR, LOUGHNEY: Yes, we do. 

MRA. PATTILLO: Would your company be 
able to, in that manner, cut down the requirements 
of your Montreal refinery without being in breach 
of your contracts with these Venezuelan producers? 

MR, CAMPBELL: We have already done so, 
PE ee Sen) OO 

MR, PATTILLO: And they haven't said 


anything avout them, 


MR, PATTILLO: I guess they have never 
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heard of self-induced frustration. 
Now, what I am interested in, Mr, 


Fos 


Loughney is wny, with Canadian crude laid down 


at Clarkson costing more than foreign crude laid 
down at Montreal, you think that you are going 


4. 


Co We able tO Dack Wp’ Une producths coming out-of 
Montreal in this products pipeline? Would you 
explain that vo te’? 

i. CAMPBEDI: ~ Lam sorry, Mr. Pattililc, 


I missed the first part of your question. 


MR, PATTILLO: Would the Reporter please 


5 
@) 
je) 
Qu 


back the question? 
THe REPORTER: “Now, what 7L “am “interested 
‘i; bie, Louphney Ls why, with Canadian erude 
"laid down at Clarkson costing more than 
£Oreien erude laid “down at Montreal, “you “think 
"that you are going to be able to back up the 
"oroducts coming out of Montreal in this 
Products Pipeline? Would” you explain that to 
"me?" 

MR, CAMPBELL: Well, there is a trans- 
portation cost involved as far as our own company 
isconcerned. We have already done it. 

Wh. PALL ft you are Gransporting 
from Montreal ican understand that once it gets 
to Toronto, because of the transportation cost, 


it may not be able to compete with the Clarkson 


Gride rerinineg. 
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MR, CAMPBELL: We think there is a meeting- 
place someplace between the two, 

MR. PATTILLO: You think that someplace 
the costs become equivalent. Now, if you think that, 
don't you think it is rather strange that an international 
company such as British Petroleums would be considering 
building, as we understand they are according to their 
statement in the paper the other day, a very sub- 
stantial refinery in Montreal? 

MR. CAMPBELL: I would say that would 
depend on what their crude cost was. 

MR, PATTILLO: They undoubtedly are going 
to be using foreign crude because bhey ©rererito 
wharfage and that sort of thing, and that must 
mean it is going to be brought in by way of tanker. 

MR, CAMPBELL: What we understand is that 
they would use foreien crude. 


Mi PATTILLO: Is that information of 


aD) 
D 
ct 
oy 


British roleums at all consistent with your 
views expressed in this brief that the Montreal 
market is going to drop off in size and the Toronto 
refiners are going to catch a good deal of its 
present market? 

MR, CAMPBELL: We are hoping that that 
te What occurs, Mr. Pattilio. 

MR. PATTILLO: Have you worked out, Mr, 
Campbell, what would be the situation -- let me put 


this. At the present time you are taking some 
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Em ee™ 
Veneguéelan erude ‘rigny into Clarkson, aren't you? 

MA, CAMPBELL: That is correct. 

MR, PATTILLO: How does the laid-down 
cost of that barrel compare with the laid-down 
cost of Canadian crude at Clarkson? 

MR, CAMPBELL: I don't think that we can 
make a direct comparison, We can die out for you 
the figures on what the laid-down costs are. In 
one case the crude is 10 to 11 gravity which is 
being brought in specifically for asphalt purposes. 
To make a comparison you would have to know all the 
circumstances with regard to the crudes, 

Pie PATO vou Go: mow, 


J 


don't you? 
MR. CAMPBELL: We will be glad to supply 
the information, 


MR, PATTILLO: What I am concerned about is 
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whether it mig be Very Teasiple, if one 16 

considering merely the posted prices and transporta- 

tion cost, to put Middle East and Venezuelan oil 

into Canada over the St. Lawrence Seaway as far as 

Clarkson at a price less than Canadian crude delivered 

over the pipelines. Have you ever given that any thought? 
MR. CAMPBELL: Yes, we have given it some 


consideration, 
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MR. PATTILLOs «Am Db not compect..in think- 
in that that could very well happen if tanker 
rates stayed as they are today? 

MR, CAMPBELL: Most of the ocean tankers 
that are in use today would not navigate the St. 
Lawrence Seaway except under very, very reduced 
loads. 

MR, PATTILLO: »sbsappreciate that; but they 
could come right into Montreal and you could transship 
very easily into. large tankers with low draughts 
that could come up the St. Lawrence Seaway as it 
is to be constructed and opened in another year. 

MR, CAMPBELL: Yes, but the larger, newer 
Shlaps.perticularly cannot. cet. into, Montreal , 

MR. PATTILLO:.. Well, supposing the fear 
Lan. sxpressingsdid-happen,. do you, think. that. even 
though the price might be lower, we need worry 
about foreign crude transplanting and backing up 
Canadian crude? 

MR... CAMPBELL: The statement of British 
American is that we feel we will continue to use 
Canadian crude at Clarkson, 

Mie PAPTEDLO:, Segereally,. in makinesthat 
decision, you are looking at your economic position, 
your, investment in facilities and so on, rather than 
the pure economic law of supply and. demand as rela- 
ted. tos price? 


MR. CAMPBELL: Well, we felt, with the 
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development of the reserves in Western Canada that 
we saw in 1947 to 1955, that the pressure would be 
sufficient from the crude oil developed in Western 
Canada that we should extend our Clarkson refinery 
rather than expand our Montreal refinery. 

MR.) PATTILLO:.. But these, fellows out here 
ago not think, obviously, you have gone far enough. 
They want you to go to Montreal. 

However, what I am interested in is, 
it tie eriverion ds what. Db suspeco at ws, namely, 
that the company's economic position rather than 
the question of price I have suggested is the 
situation, then, if a pipeline was built to 
Montreal which did not require any capital invest- 
ment by British American and you were released 
from your commitments to take Venezuelan crude, 
wouldn't the same factors prevail at Montreal 
that prevail at Toronto as to. the use of Canadian 
erude, with the one exception, and that is your loss 
of investment in the Portland-Montreal pipeline? 

MR, CAMPBELL: Plus the competition from 
ocean-going crudes, Mr, Pattillo. 

MR. PATTILLO: Supposing the Canadian 
Government said, 'We will not permit foreign crudes 
to enter the country unless they enter at a price 
which is equivalent to the laid down price of 
Canadian crude at Montreal"? 


Would there be any problem then, from 


att Yo dasa sua 


s aa r, ; “s Pe ' es ’ A - 
_ y wes . EOL ok THOL 22 Gat Bao 
® 


: =e : : a a 
, a aie | ; aft icy Snatch Wine i 


} a ib a 7) _ ®t gs 
vi ; VAS. ME) eves 
i Sl - = ber 
fi i. ga are 
, “ 


: * ny ity 
r 4 | 
} ! x ¥ % vee 
] S 
Py "7 cab t 

| 4 
; 4m 
| ‘ =p i ~ihd at 
1 

H y s VERREICo =fs Og 


| Ene swiiny 3 GER Chey See Bee 
| y fe eterg gad 


» Sie Tess eyes 4 


y 


Tr bey 2 So er ol) Wielay yeseer or 49 
a 


a 


ANGUS, STONEHOUSE & CO. LTD. 5363 
TORONTO, ONTARIO 


your company's point of view? 

MR. CAMPBELL: We are law-abiding citi- 
zens, Mr. Pattillo, and we would certainly take 
into account any wishes or desires of the Canadian 
Government. 

I think we have indicated that in the 
contract that we wrote several years ago. 

MR, PATTILLO: I agree with that, Mr. 
Campbell, and I am not suggesting that you are not, 

ine other thing’ Lt was going to ask you 
re ties) “OO youvagree that, at the moment, the 
Alberta producer is confronted with a serious 
problem insofar as marketing his oil is concerned? 

MR. CAMPBELL: Yes, I believe he has a 
serious problem, 

Mies GAL LELGOs Do you aeree that if the 
producing industry is going to stay healthy, a 
greater market than they presently have must be 
obtained? 

MR. LOUGHNEY: Yes, that, is correct, 

MR. PATTILLO: Do you agree that, in the 
interests of Canada as a whole, it is more desirable 
that the country use its own raw materials rather 
than being dependent on foreign producers and being 
required to lay out substantial amounts for foreign 
exchange? 

MR. LOUGHNEY: Yes, I would agree it is in 


Lie ineeresve of the country to use as much of its 
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natural resource as it can in its own economy. 

MR, PATTILLO: When we talk about going 
to Montreal, is thatenot really all> we are talking 
about, that we should be using Canadian crude to 
tie ereatest exvent an the country if it is at all 
possible? 

WR. LOUGHNEY: Yes, sir, we believe that. 
We first think that the Toronto market, in Ontario, 
should be completely served with Canadian crude, 
and therm we. could move Durther east. 

MR, PATTILLO: Your view is that, someday, 
Canadian crude will go to Montreal and, in your 
Opimionrsnouldtsomto Montreal, is that it? 

MR, LOUGHNEY: My view is that there is 
nothing against Canadian crude going to Montreal 
when the economics are in the right order. 

MR, PATTILLO: Well, whose economics, Mr. 
Loughney? Are you talking about B-A's economics? 

MR. LOUGHNEY: Those are the only ones 
we are primarily concerned with. Of course, we 
have a lot of thought and everything: for, our 
fellow man, but we are primarily concerned with 
our own. 

MR. PACILEEO? Vihvdont oxblame, ou. 

MR, LOUGHNEY: That is where the pay- 
cheques come from, 

MA PATTIE Soe couldimake @ woemark. 

From the standpoint of B-A alone, if 


Canadian crude was going into Montreal in place 
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of this foreign crude, the company's earnings 
would be up very substantially, wouldn't they? 

MR, LOUGHNEY: If Canadian crude were 
going in, in place of foreign crude? 

Moe Alloy Wes, 

MR, LOUGHNEY: Well, they, would,if. they 
went in at a competitive price, 

MR,PATTILLO: Well, they would be if they 
went in at above the cost of finding and developing 
and lifting, wouldn't they? 

MR, LOUGHNEY: To the extent that we 
Supply our own crude, 

MR, PATTILLO: And if the Montreal market 
was dedicated to Canadian crude entirely, have you 
calculated how much that would put up the per day 
production of B-A? 

MR. LOUGHNEY: On what volume of crude? 
say 200,000? 

MR eer AT TILL On. £00, 000, 

MR, LOUGHNEY: That is about 8%, 

MR, PATTILLO: About 16,000 barrels a day? 

MR, LOUGHNEY: That is correct. 

MR. PATTILLO: Now, in your calculations 
of the laid down cost of Canadian erude into 
Montreal, you use a tfansportation figure. that. is 
higher than any we have heard of yet. I was wonder- 
ing whether you had had an opportunity to have your 


people examine the proposal of Mr. Brown and 
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Dutton-Williams, 

MR, LOUGHNEY: We have not examined it in 
detail, no, and I might bay, 00, Mr, Pattilio, 
Hiv imavaetnao the figures that we used were arrived 
at from information that we could obtain, some that 
we had available ourselves, and does not represent 
an engineered study of the cost, 

MR. PATTILLO: The Dutton-Williams say 
that if we use an all-Canadian route that they 
sould transport oil through a 30 inch pipeline to 
Montreal, with no take-offs, ata price of something 
more than 54¢. They also Say that a2 you use 2 
southern route, it would be something less than 52¢, 

Have you had your people check that revore 
to see whether or not you are in agreement With these 
figures? 

MR. LOUGHNEY: Well, in the first place, 
we are not in agreement with the throughput figures, 
which have a very material effect on barriers.) ot 
you recall, in our brief we forecast that the Montreal 
demand will go down to 205,000 barrels a day, which 
would have quite an effect on a pipeline, and that 
would be in the first year; but then there would be 
a recovery from that over a period of about five VRIES Ty. 
So we feel that would have quite a bearing on the 
pipeline tariff in the early years. 

MR. PATTILLO: Did your people make any 


calculations to see how much, because of the difference 
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in throughput figures used by them in your views 
as to throughputs, the tariff would have to be 
raised, particularhy in ‘the early years? 

MR, LOUGHNEY: Well, we have made some 
estimates, but our informationn Sewn te wa sud {— 
cient detail that we could make a comparison that 
would be a proper one for me to Say today that 
any figures we may have used or somebody else may 
use would be right or wrong. 

MR, PATTILLO: Have you any suggestions 
that you would like to make to the Commission as 
to how the Commission could Satisfy itself as to 
what would be a probable, Proper tarift for o11 
to Montreal? 

MR. LOUGHNEY: Well, I believe there is 
a study that has been made by Dutton-Williams and, 
if that study were made available to the industry 
and we had an opportunity to consult with the 
people who made it and see if we could get our 
numbers in order, we might come up with some 


helpful suggestions for the Commission. 


MR. PATTILLO: Then you would suggest 
that if the Commission asked Mr. Brown to make 
the Dutton-Williams eurvey available to the 
members of the industry, and Particularly the 
Montreal refiners, that you would be prepared to 
look into it and make Suggestions to the Commission 


as to what you think about the whole project? 
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MR, LOUGHNEY: We would look into it and 
tell you our thoughts on the matter, yes. 

MR.PATTILLO: Mr. Chairman, although it 
1S*nov Seo tcliock ( I see it is only a qUarter ew) 
I am not quite prepared to go on any further at 
the moment. I would like to examine my notes. 
Perhaps, then, we can adjourn now and resume to- 
morrow morning at 9.30. 

THE CHAIRMAN: Before we do thats. 2 
would like to ask a question. I was not here on 
the day the report of which you speak was given 
in testimony, or the result of it, by the Home 
Oil people. Is it a document which is now in the 
hands of the Commission? 

MR, PATTILLO: We have, as part of the 
Home Oil brief, an interim report, giving aggregate 
figures, but we also have obtained about three 
copies of an engineered study; complete, which we 
have not yet filed as part of the record. 

THE CHAIRMAN: I see. Thank you very. mre, 
Me, erator lo, 

Well, gentlemen, we will adjourn now 
until 9.30 o'clock tomorrow MOrng ne, An. ChLSs room. 


---Whereupon the hearing adjourned, at 4.45 p.m., 
MncLt O30 e.m., Friday, May 9, 1958, 
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